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Y PURPOSE in this essay is to outline the many ways 
in which population trends are related to equilibrating 


and disequilibrating socioeconomic processes and thus 
to give focus to the consideration of present trends. Most of my 
conclusions are based upon analyses of American data and pertain 
chiefly to the United States. These conclusions must be looked 
upon as tentative in character, however, and as subject to revi- 
sion in light of additional evidence and more refined analysis.” 


I 


I shall reason usually upon the assumption that the American 
economy is closed but comparatively free of legal barriers to the 
internal movement of factors of production; for, were I to allow 
fully either for the influence of such legal barriers as exist or for 
the effect of foreign trade and investment, I would unduly com- 
plicate my analysis but not alter my conclusions appreciably. 

* This paper was read at the December, 1939, meeting of the American Economic 
Association. Iam indebted to Professors A. H. Hansen and F. T. de Vyver for several 
critical suggestions. 

? While considerable statistical material could be inserted to support my main 


theses, I have limited reference thereto as much as possible. A complete statistically 
supported discussion is impossible in an essay less than book length. 
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For purposes of discussion I shall suppose an economy to be in 
full economic equilibrium’ when the following conditions are met: 
(a) it is no longer possible for any free and unhampered owner of 
factors of production to augment the income yield of these factors 
by transferring a portion of them from their present to some other 
employment sector; (b) allowance being made for interregional 
and interemployment factor transfer costs, the marginal produc- 
tivity of any one class of productive factors is the same in all 
regions and all employments. Such an economy ceases to be in 
full equilibrium when either complete or partial (i.e., “disguised”’) 
unemployment is the lot of some factors of production in search 
of employment.‘ 

Having postulated an economy in full equilibrium, let us make 
such additional and auxiliary assumptions concerning production 
and demand functions and technological progress® as are neces- 
sary to isolate the influence of demographic change upon an 
economy. Then, in the absence of counterbalancing nondemo- 
graphic conditions, prevailing demographic trends will conduce 
to economic disequilibrium if: (a) different segments of the popu- 
lation grow at different rates in consequence of either (i) inter- 
segment differences in net reproduction or (ii) alterations in the 
age composition of the population; or (6) changes in the rate of 
growth of the total population accelerate too markedly shifts of 
the demand curves for given categories of labor to the right or to 
the left of the initial position of these curves. Demographic dif- 
ferentials falling under (a) will produce discrepancies between the 
actual structure and the intrinsically equilibrium structure of the 
economy and thus give rise to complete and/or disguised unem- 


3 The line of reasoning followed will! hold even if “equilibrium” is defined in a 
much broader socioeconomic sense. 

4 Needless to say, it is impossible here to consider two somewhat relevant propo- 
sitions: (a) that, in the absence of some collective or state intervention, perfect 
competition plus laissez faire cannot give rise to full employment equilibrium and 
(5) that in the nature of things full equilibrium can never be realized and maintained. 

5 References to the impact of technological change upon specific industries will 
be limited. It will be supposed that technological change can and may take place 
in any and all sectors of the economy and that the effect will not vary appreciably 
by industry. 
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ployment that is essentially structural in character. Demographic 
changes falling under (0) may result in structural unemployment 
and certainly will affect existing nondemographic tendencies to 
cyclical unemployment. In so far as I have a central thesis it is 
to the effect that the differentials falling under (a[i]) tend to be 
more conducive to economic disequilibrium and unemployment 
than changes falling under (0). 

Were all factors of production (human and nonhuman) ab- 
solutely mobile, nonspecific, and transferable at zero cost from 
one section of the economy to another, the stipulated differences 
and variations in rates of population growth would exercise little 
if any effect upon economic equilibrium even if man’s knowledge 
of economic alternatives were imperfect. The enumerated quali- 
ties are not characteristic of factors of production, however. The 
specificity of man-made nonhuman factors of production has un- 
dergone a continual secular increase and will continue to grow as 
technology continues to change; the possible applications of such 
factors have diminished in number and probably will continue to 
diminish.’ The specificity of human factors of production has like- 
wise increased pari passu with the continual extension of division 
of labor and the average length of productive life; and it will con- 
tinue to increase as long as present technological trends prevail. 
Apparently, such increase as has taken place in the interregional 
technical mobility of factors of production, and such decrease as 
has been effected in the cost of making interregional transfers of 
factors of production, have been more than counterbalanced, so 


¢ For a good account of the relation between structural and cyclical unemploy- 
ment see E. R. Walker, “Structural Changes and Cyclical Variations,” Economic 
Record Supplement, XI (March, 1935), 149-62. 


7 If the economic life of productive equipment is less than formerly, the greater 
specificity of modern equipment is somewhat counterbalanced in so far as fluidity 
through time is concerned. I have not come across materials suited to permit a 
comparison of former and present replacement rates in respect to durable equip- 
ment. Presumably, in consequence of the use of improved materials, the average 
technical life (i.e., physical life-expectancy, given stable prices, demands, and 
technology) of durable equipment is greater than formerly. Nonetheless, the aver- 
age economic life of such equipment apparently is shorter today than formerly as the 
result of higher rates of technological progress and more frequent changes in the 
patterns of consumers’ tastes. 











156 JOSEPH J. SPENGLER 


far as the total economy is concerned, by the secular diminution 
of technical interoccupational mobility and by the secular aug- 
mentation of the costs attendant upon the interoccupational 
transfer of factors. 

The trend in the specificity of human factors of production has 
considerable import with regard to the training to which young 
and as yet undifferentiated human factors of production are sub- 
mitted. The demands for various categories of labor are governed 
inter alia by the state of technology and the degree of fixity of the 
technical coefficients of production. It appears that the trends in 
these two determinants are such as steadily to depress the de- 
mand curves for unskilled and slightly skilled labor, and, in the 
absence of the curtailment of the supply of such labor, to push 
down the relative if not the absolute price that such labor may 
command. It is even conceivable theoretically that the time will 
come when, from the standpoint of factor-pricing, unskilled labor 
will have to be treated as a free or nearly free good. All this is of 
import to students of demography and labor problems, as will be 
indicated below, because of the implications of differential fer- 
tility for worker training and trainability. 


II 


Returning to our first proposition—namely, that economic dis- 
equilibrium tends to result when the rates at which different seg- 
ments of the population grow are quite unlike—we may classify 
under four heads the group-to-group growth differentials that are 
of economic significance in the United States: (i) variations by 
occupational or social class, (ii) variations by race, (iii) variations 
by region, and (iv) variations by age group. Of these categories, 
(i) and (iii) appear to be most important at present. All conduce 
to structural as distinguished from cyclical disequilibrium. 

Marked interoccupational differences in the rates of natural 
increase of the populations composing the several major occupa- 
tional groups tend to give rise to complete or “disguised” unem- 
ployment under the following conditions: (1) that it is more prob- 
able that a son will enter an occupation similar to that of his 
father than that he will enter one that is dissimilar;* (2) that, in 


§ An analogous proposition may be laid down for the female population. 
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consequence of condition (1) and of the prevailing rates of expan- 
sion in the demand for different categories of labor, interoccupa- 
tional differences in net reproduction cause the relative number of 
males attached to any one broad occupational group to grow 
either more or less rapidly than the effective demand for the labor 
of any such occupational group at an annual real wage approxi- 
mating the average real wage of all labor.» When these two con- 
ditions prevail, occupational categories of labor become either 
relatively congested or relatively undersupplied, with the result, 
respectively, that (a) the relative occupational wage falls below or 
rises above the average level for all occupations or (5), assuming 
no relative wage changes, some of the workers attached to the 
relatively overpaid occupations become chronically unemployed, 
whereas some or all of the workers attached to the relatively 
underpaid occupations receive less than their marginal worth 
under the circumstances. Relief for such unemployment and wage 
discrepancies as are attributable to interoccupational reproduc- 
tion differentials can be overcome chiefly through the develop- 
ment of labor exchanges and educational institutions suited to 
shunt labor from the more rapidly growing to the less rapidly 
growing occupational groups. The cost of such shunting is 
greater, however, in an economy in which net reproduction dif- 
ferentials are great than in one in which they are small.*° 

The interoccupational reproduction differentials which now 
exist in the American population serve to produce both absolute 
and disguised unemployment in accordance with the principles 
laid down in the preceding paragraph. On the one hand, inter- 
occupational fertility differentials, while less marked than several 

* For want of space, this imprecise tentative measure of the “equilibrium” price 
of labor must suffice. “Demand” is used in this paper in the schedule sense when 
not related to a specific price. 

1° The power of certain trade-unions to maintain a quasi-monopolistic position 
through ability to regulate the number of persons admitted to said unions may be 
somewhat dependent upon the net reproduction rates of the populations composing 
these unions. Were the members of a trade-union with a strong monopolistic posi- 
tion regularly to have families of supra-average size, the parental sentiments of such 
members would incline them to admit sons to union membership at a rate sufficient 
eventually to weaken and even to destroy the union’s monopolistic position. Care- 
ful studies of the recruiting of union personnel would probably confirm this observa- 
tion. 
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decades ago, remain absolutely and economically significant. 
Whereas skilled and semiskilled labor is no more than replacing 
itself, and the business, clerical, and professional classes are failing 
by an appreciable margin to replace themselves, unskilled labor is 
more than reproducing itself, and the rural farm and nonfarm 
population is increasing about 50 per cent per generation. More- 
over, groups on relief, or with only an elementary education, con- 
tinue to increase in our urban communities at a rate appreciably 
higher than that found in the nonrelief population and in groups 
with a high-school education or better. Regional and social dif- 
ferentials, to be sure, are being reduced in proportion as rationally 
controlled fertility is substituted for uncontrolled fertility; but 
the differentials remain, and will continue to remain, significant 
for some time to come. 

On the other hand, the relative demand for agricultural and 
unskilled workers, and possibly that for semiskilled workers, has 
fallen, whereas that for skilled, professional, and business workers 
(i.e., for brain workers) has risen.” In short, natural increase re- 
mains highest in the occupational groups, the relative demand for 
whose services is falling, and lowest in the vocational groups, the 

™ When, in this or other paragraphs, we say that a given occupational or social 
class is not replacing itself, we mean that the total number of children born per 
generation to parents (or fathers) attached to this class is less than the number 
required to replace the parental (i.e., adult) generation; and that, when a given class 
is more than replacing itself, the number of children born is in excess of the number 
required to replace the parental generation. Whether or not, thirty years from now, 
the actual number attached to a given occupational or social class is relatively less 
than at present will depend ultimately upon the extent to which persons born in this 
and all other classes enrol in the class in question in the intervening thirty-year 
interval. For data on differential fertility in the United States see especially F. 
Lorimer and F. Osborn, Dynamics of Population (New York, 1934); R. Pearl, 
Natural History of Population Growth (New York, 1939); National Resources Com- 
mittee, Problems of a Changing Population (Washington, 1938); and recent files of 
the Milbank Memorial Fund Quarterly, especially the studies of Karpinos, Kiser, 
Notestein, and others in the numbers of January and April, 1938, and April and 


October, 1939; also articles by Taeuber, Notestein, Thompson, Flanagan, and Kiser 
in Proceedings of the American Philosophical Society, Vol. LXXX, No. 4 (February, 
1939). 

12 See W. S. Woytinsky, Labor in the United States (Washington, 1938), pp. 268- 
72; T. M. Sogge, “Industrial Classes in the United States, in 1930,” Journal of the 
American Statistical Association, XXVIII (1933), 199-203. 
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relative demand for whose services is growing. Moreover, since 
competition in the manufacturing, extractive, and distributive 
fields of enterprise is imperfect, and since entry into many trades 
and professions is obstructed in various ways, our existing labor- 
distributing institutions (i.e., our educational institutions, labor 
exchanges, etc.) do not suffice to redress discrepancies between the 
rates at which natural increase feeds recruits into various occupa- 
tional categories and the rates at which the demands for the serv- 
ices of such occupational categories expand. Wherefore a demo- 
graphically occasioned tendency to absolute and/or disguised 
unemployment characterizes the American economy. 

The significance of the disproportions already noted, and to be 
noted, is enhanced by both the biological and the nonbiological 
implications of reproductive differentials in present-day America. 
Present differentials appear to be reducing the relative number of 
persons with I.Q.’s above 115-20 (i.e., the able and highly gifted) 
and to be increasing the relative number with I.Q.’s under 80-85 
(ie., the dull and the mental defectives).'? Even if one believes 
that this proposition must be taken with considerable salt, one 
finds it difficult to escape the conclusion that present reproductive 
selection—itself in large part the result of the unequal distribu- 
tion of education and contraceptive information—operates 
against the relative increase of a socioeconomic élite that has 
some eugenic advantage over the bulk of the population. In so 
far as this view is tenable, it is inferable that present biological 
selection will retard technical progress and check the tendency of 
per capita income to rise. Even if it be assumed that present re- 
productive differentials are without genetic and dysgenic implica- 
tions, significance attaches to the fact that 75 or more per cent of 
our population growth is being contributed by about three-fifths 
of the nation’s families who as a group receive only about one- 
fourth of the national income. Since (within limits) the general 
satisfactoriness of familial environment correlates positively with 
familial income, and since environments shape the abilities and 

*3 On the points discussed in this paragraph see my “Seed Beds of America,” 
Journal of Heredity, XXTX (1938), 475-88; see also J. L. Woodward, “The Fields 
of Population Quality,” Social Forces, XVII (1939), 468-77. 
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the ideals of children, these reproductive differentials may have 
collectively undesirable but enduring consequences. Aside from 
its political implications, reproductive selection of the sort de- 
scribed will tend to congest the relatively less exacting occupa- 
tions, to reduce the relative number of workers available for the 
more exacting occupations and professions, and to depress over-all 
per capita productivity; furthermore, it may cause collective bar- 
gaining and minimum-wage programs to produce unemployment 
by depressing the wage level that permits full employment below 
the wage level required under the collective-bargaining and mini- 
mum-wage programs." 
Ill 

Interracial differences in fertility are economically significant 
in proportion as race constitutes a barrier to admission into cer- 
tain occupational groups. The only quantitatively important col- 
ored race in the United States, the Negro, finds itself compelled to 
seek employment principally in agriculture and in occupations 
requiring little or no skill. Approximately four-fifths of all Negro 
gainful workers are engaged in agriculture and occupations re- 
quiring no skill; another tenth is employed as semiskilled labor.’ 
Hence, assuming that Negro net reproduction, which was slightly 
below white net reproduction in 1930, rises relative to the latter, 
agriculture and occupations requiring little or no skill will tend to 
become even more congested than at present. In other words, the 
relative congestion already characteristic of the lower segments of 
the American occupational pyramid—congestion attributable in 
part to both differential white increase and present technological 
trends—will be intensified. In 1930, when total Negro net repro- 

™ E.g., if the collective-bargain or the minimum-wage requirement stipulates 
a wage of $5.00 for a standard day, the number of workers worth (say) $4.00 a day 
that an employer can hire will depend upon the number worth more than $5.00 
that the employer hires at the $5.00 wage. As the relative number of infra-$5.00 
workers increases, the employer must, in the circumstances postulated, either 
exploit more fully the supra-$5.00 workers or reduce the number of infra-$s5.00 
workers actually employed (see A. C. Pigou, The Theory of Unemployment (London, 
1933], PP. 254-56). 

ts See A. M. Edwards, “The Negro as a Factor in the Nation’s Labor Force,” 


Journal of the American Statistical Association, XXXI (1936), 529-40; see also 
National Resources Committee, of. cit., pp. 73-82. 
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duction was slightly above unity, rural Negro net reproduction 
was 1.6. Accordingly, since the employment of Negroes in south- 
ern agriculture (in which 96 per cent of all Negro farm workers 
and 40 per cent of all Negro gainfully employed were engaged in 
1930) is shrinking, all net rural natural increase plus those dis- 
placed from agriculture must find employment in cities, towns, 
and villages in occupations requiring little or no skill. Neverthe- 
less, since urban life appears to be even more inimical to Negro 
than to white net reproduction, total Negro net reproduction 
eventually may fall relative to white net reproduction in propor- 
tion as the Negro abandons agriculture; then pressure in the 
lower segments of the occupational pyramid will be somewhat 
reduced. 
IV 


Interregional and interstate differences in net reproduction 
constitute a third possible demographic source of economic dis- 
equilibrium. Such differences may, as will be shown, distort the 
occupational pyramid. They may, if uncompensated either by ap- 
propriate differences in regional and state resource patterns and 


rates of capital accumulation or by migration, produce marked 
wage and income differentials and, in consequence, lead to sig- 
nificant changes in the distribution and location of industry. 
They may lead to a great deal of essentially lost-motion migra- 
tion. Finally, if such differences give rise to a persistent industrial 
reserve army, the presence of this army may affect the ratio of 
wages to marginal productivity in a manner suited to strengthen 
tendencies to cyclical disequilibrium. For lack of space I shall 
discuss only the effect of these reproductive differences upon the 
occupational pyramid.”® 

Interstate and interregional reproduction differentials are due 
chiefly to disproportions in the distribution by state and region of 
the nation’s rural population; for at present infertile urban com- 
munities consume population as fast as ruralists can feed their 
natural increase into the cities. In 1930 urban white net reproduc- 

6 For consideration of the other points in respect to the South see my “‘Popula- 
tion Problems in the South, Part III,” Southern Economic Journal, IV (1937), 
I3I-53- 
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tion approximated 0.84; white rural farm, 1.54; white rural non- 
farm, 1.29. In 1930 the sixteen states’? whose white populations 
were replacing themselves barely if at all included 45.8 per cent of 
the nation’s white population, less than 1 per cent of the white 
rural farm population, only 8.3 per cent of the white rural non- 
farm population, and 99.6 per cent of the white urban popula- 
tion."* As a result, the regional and class origins of the American 
population are changing. The proportion of rural origin will have 
increased appreciably by 1960 (about one-eighth, on the supposi- 
tion that the white urban population as of 1930 was solely of 
nonrural origin)."? The proportion of the population originating in 
the Southeast, Southwest, and Northwest—regions with popula- 
tions now more than 60 per cent rural—will have grown ap- 
preciably by 1960 (about one-sixth on the partly invalid assump- 
tion that in 1930 all born in these regions lived there). 
Inasmuch as differences in interstate and interregional rates of 
growth in the population of productive age are more significant 
than differences in net reproduction, trends in the former must be 
noted.*® In 1937 the annual rates of increase in the urban, rural 
nonfarm, and rural farm populations aged eighteen to sixty-five 
approximated 0.72, 1.56, and 2.31 per cent; by 1952 these rates 
will probably have fallen to around —o0.30, 0.73, and 1.40, re- 
spectively. At present the age group eighteen to sixty-five is grow- 
ing 2.2 and 3.2 times as fast in the rural nonfarm and rural farm 
populations, respectively, as in the urban population. In the three 
essentially rural regions noted above the rate is about treble that 
in the three urban regions (i.e., Northeast, Middle States, and 
Far West). In the absence of migration to the cities the rural 
farm population in 1930-60 would add about 11.8 millions aged 


*7 Washington, D.C., is included as a state. 

*8 See B. D. Karpinos, “The Differential True Rates of Growth of the White 
Population in the United States and Their Probable Effects on the General Growth 
of the Population,” American Journal of Sociology, XLIV (1938), 251-73. 

19 This supposition is invalid, the American urban population having long been 
fed by rural migration (see National Resources Committee, Our Cities [Washington, 
1937])- 

2° On these trends see T. J. Woofter, “Replacement Rates in the Production 
Ages,” Milbank Memorial Fund Quarterly, XV (1937), 348-54. 





POPULATION TRENDS AND ECONOMIC EQUILIBRIUM 163 


fifteen to sixty-four to the number in that age group; the rural 
nonfarm, 5.6 millions; the urban, 1.7.” 

Of the possible effects of the prevailing comparatively heavy 
relative rural natural increase upon economic equilibrium, that 
upon the occupational composition of the American population 
now appears the most important. This effect is being aggravated, 
moreover, by the results of technological change in agriculture, 
coupled with the inelasticity of the demand for agricultural 
products. In 1930 one-half of the nation’s farms produced nine- 
tenths of the commercial agricultural output; wherefore it may be 
inferred that one-half the present farm population (numbering 
30.3 millions or 25 per cent of the nation’s total in 1930) probably 
could, with the aid of current technology, supply the nation’s 
domestic and export agricultural needs. Accordingly, we may ex- 
pect both the natural increase in the farm population of produc- 
tive age and the farmers who are displaced from agriculture to 
seek employment outside agriculture in the future. The heaviest 
flow will be from agricultural areas in the Southeast and the 
Southwest. Although it is not possible accurately to predict the 
volume of this flow, it is safe to say that 10 to 16 millions of per- 
sons of productive age will transfer from the rural farm popula- 
tion to the nonfarm population between 1930 and 1960. If 93 per 
cent of the transferring productive males and 20 per cent of the 
females are to have gainful employment, 5.6 to 9 millions of jobs 
will have to be developed outside of agriculture for the employ- 
ables flowing out of the farm population; for the increase in the 
urban population of productive age, about 1,000,000 jobs; for the 
increase in the rural nonfarm population, about 3,100,000 jobs. 
In short, by 1960, 9.7 to 13.1 millions of jobs outside of agri- 
culture must be added to the approximately 38.7 million non- 
agricultural jobs as of 1930 (actually persons reported as gainful 
workers outside agriculture), assuming the nation’s population 
increases as supposed. Allowance for the actual and the likely de- 
cline in fertility reduces these estimates to 9.6 to 12.9 millions. In 
view of the fact that in 1910-30 the number reported as gainfully 


2 Computed from W. S. Thompson and P. K. Whelpton, Estimates of Future 
Population by States (Washington, 1934). 
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employed outside agriculture increased 12.6 millions, or 45 per 
cent, an increase of 9.6 to 12.9 millions, or 25-33 per cent, does not 
appear difficult of achievement.” 

The cultural situation which now prevails in the agricultural 
population makes it difficult for this population to make the most 
appropriate economic adjustments to its high rate of natural in- 
crease. For, because of educational and other cultural disadvan- 
tages that are particularly incident upon the very sections of the 
maturing farm population which stand to gain most through 


22 For data on the gainfully employed see Sogge, op. cit.; Woytinsky, op. cit.; 
and R. B. Vance and N. Danilevski, “Population and the Pattern of Unemploy- 
ment, 1930-1937,” Milbank Memorial Fund Quarterly, XVIII (1940), 27-43. For 
complete accounts of rural population growth and rural and nonrural migration see 
C. E. Lively and C. Taeuber, Rural Migration in the United States (Washington, 
1939); F. M. Vreeland and E. J. Fitzgerald, Farm-City Migration and Industry's 
Labor Reserve (Philadelphia, 1939); and my ‘‘Population Problems in the South, 
Parts I-III,” Southern Economic Journal, Vols. III-IV (1937), and “Migration 
within the United States,” Journal of Heredity, XX VII (1936), 2-20, and works 
therein cited. 

In 1929, the evidence suggests, 45-50 per cent of the farm population lived on 
the 49 per cent of the farms which produced only 15 per cent of all farm products 
and only 11 per cent of all farm products sold or traded. Something like 5-10 per 
cent of all the days worked by the 6.8 millions of ‘‘farmers’’ were devoted to non- 
agricultural pursuits. Accordingly, given that all the work done off farms by agri- 
culturists was performed by the least productive half, the most productive 53-58 
per cent of the farm population (as of 1930) could, with the aid of slight technologi- 
cal improvements, supply all our domestic and export agricultural needs, and the 
least productive 47-42 per cent could abandon agriculture. (For relevant data see 
O. E. Baker, A Graphic Summary of the Number, Size, and Type of Farm, and Value 
of Products (Washington, 1937]; C. C. Taylor e¢ al., Disadvantaged Classes in Ameri- 
can Agriculture [Washington, 1938]; National Resources Committee, Problems of 
a Changing Population, pp. 59-61.) In practice, considerably more than half (say, 
75-80 per cent) of the farm population, as of 1930, will be required to supply the 
needs of the American economy operating at something like full capacity; for 
although the rate of migration from poor agricultural areas is greater than that 
from good areas (see Taeuber and Lively, of. cit., chap. iv), migration carries both 
the more productive and the less productive components of the farm population 
out of agriculture in good years, and in very bad years carries less productive per- 
sons back to comparatively poor agricultural areas. Whether 75 per cent or nearly 
all (as is suggested in Patterns of Resource Use [see n. 24 below], p. 25) of the farm 
population, as of 1930, is required, a considerable redistribution of the farm 
population is economically desirable; for in 1929 the least productive farms were 
highly concentrated in poorer areas, and this concentration was itensified in 
1930-35. 
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transfer out of the rural farm category,?* most rural migrants are 
tending to enter the lower segments of the American occupational 
pyramid and either depress wages or increase absolute unemploy- 
ment in these segments; they will continue to crowd into these 
segments as long as the present cultural situation persists. If one 
may infer from the present distribution of unemployment in the 
United States that not even low wages will eliminate all the 
existing unemployment among unskilled and semiskilled workers, 
one must infer that the influx of additional ruralists will increase 
absolute unemployment within these categories. 

In 1930 about 41 per cent of the workers gainfully occupied out- 
side agriculture were engaged in trade, transportation, and domes- 
tic and personal service. Since occupational enrolments have 
grown, celeris paribus, in proportion to ease of entry, and since, 
judging from past effects of this principle and from studies of 
what, so to speak, ought to be the occupational composition of the 
gainfully employed,” at least 60-75 per cent of new increments of 
gainfully employed should enter fields other than those men- 
tioned (in particular manufactures, construction, public and pro- 
fessional service, and utilities); otherwise absolute or disguised 
unemployment will develop. This desirable occupational trend 
will not develop fully, however, unless (a) rural educational op- 
portunities are increased and adapted to present economic and 
technological trends and needs and (0) the state removes such 
barriers to expansion as now exist in the industrial, construction, 
and professional sectors of the economy—barriers which have 
their origin primarily in the oligopolistic structure of much of 
the nonagricultural economy and secondarily in the practices of 
some trade-unions. 

The problem of equipping from 9.6 to 12.9 millions more 
workers is easier of solution than the problem of locating the 


23 On these disadvantages see H. Odum, Southern Regions (Chapel Hill, 1936), 
and the Report of the President’s Advisory Committee on Education (Washington, 
1938). 

** Typical of such studies are H. Loeb ef al., Report of the National Survey of 
Potential Product Capacity (New York, 1935); National Resources Committee, 
Patterns of Resource Use (Washington, 1939). 
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necessary jobs. At an average equipment cost of $5,000 per work- 
er,*5 48-64.5 billion dollars of capital equipment will be needed; 
an additional 43-59 billion dollars will be required to provide 
habitation for these workers, assuming an outlay of $2,500 for 
each person aged fifteen to sixty-four added to the nonfarm popu- 
lation. A considerable part of this capital must be provided by 
the population living in the essentially nonrural and wealthy 
Northeast, Middle States, and Far West, even though consid- 
erably more than half of the additions to the working population 
will originate in the essentially rural Southeast, Southwest, and 
Northwest. Goodrich’s study” suggests that the bulk of these 
9.6-12.9 millions of jobs ought to be established in the three 
essentially urban regions which contain four-fifths of the approxi- 
mately 200 counties (out of a total of 3,059) deemed suitable for 
industrial expansion. In my opinion, however, the Goodrich thesis 
needs to be re-examined, for a certain historical fatalism per- 
meates it. Whereas I formerly accepted the Goodrich thesis at 
face value, I now believe that it can be shown that considerably 
more than 42 counties with industrial potentialities are located in 
the demographically expanding and essentially rural regions; and 
that, were all the social costs (including failure to reproduce) 
associated with excessive urbanization made incident upon the 
business units located in the great urban centers instead of upon 
the rest of the economy, smaller communities would enjoy a com- 
parative socioeconomic advantage over the large communities in 
respect to future industrial development. If my thesis is valid— 
and it requires far more careful testing than Goodrich gave it— 
our present great urban centers must be permitted to decline in 
size as their populations die out and the depreciation of their 
capital equipment releases funds for investment in smaller com- 
munities. 
V 


Thus far I have dealt with the possible effects of such inter- 
group differences in rates of growth as are attributable to inter- 

28 For estimates of the cost of equipping workers in various branches of manu- 
facturing see C. A. Bliss, The Structure of Manufacturing Production (New York, 
1939), chaps. iii-iv. 

* Carter Goodrich, Migration and Economic Opportunity (Philadelphia, 1936). 
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group differences in net reproduction. In this section I shall deal 
with the possible economic consequences of changes in age com- 
position which are traceable principally to changes in fertility. In 
general, as specific fertility rates rise toward a maximum, and 
gross and net reproduction increase, the relative number of per- 
sons in the lower-age groups increases until the resulting change 
in age composition, coupled with the exhaustion of the expand- 
ability of specific fertility, prevents a further augmentation of 
gross reproduction; what happens thereafter depends ultimately 
upon whether specific fertility remains at the high level attained 
or declines. When, on the contrary, specific fertility rates steadily 
fall, and in consequence gross and net reproduction rates ulti- 
mately decline, the relative number of persons in the upper-age 
groups increases. Finally, when the life-curve, the rate per head 
of procreation at each year of age for any given sex-and-age dis- 
tribution, and the ratio of male to female births all remain in- 
variable, there will develop a unique age distribution with the 
“property of perpetuating itself when once set up in a popula- 
tion.’”*’ A population characterized by such a stable and self- 
perpetuating unique age distribution may be increasing at a con- 
stant rate, stationary, or decreasing at a constant rate. 

Changes in age composition which accompany either the slow- 
ing-down and cessation of population growth or an actual decline 
in numbers are said to be conducive to unemployment in two 
ways: (a) the relative number of occupationally undifferentiated 
young workers decreases and (6) the number of persons of produc- 
tive age increases at least temporarily relative to either (i) the 
total number of persons of unproductive age or (ii) the number of 
young consumers. According to proponents of thesis (a), not 
enough young and unspecialized workers will be entering the 
economy each year to facilitate the maintenance of interoccupa- 
tional equilibrium. This thesis does not appear tenable, however, 
even on the assumption that a population declines in size, pro- 

27 A. J. Lotka is responsible for this discovery. See his “The Stability of the 
Normal Age Distribution,” Proceedings of the National Academy of Sciences, VIII 
(1922), 339-45, esp. bibliography. For illustrative data see E. Charles, “The Effect 
of Present Trends in Fertility and Mortality upon the Future Population of England 


and Wales and upon Its Age Composition,” Memorandum of the Royal Economic 
Society, No. 55 (December, 1935). 
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vided that the decline is not too rapid (say, not over 1 per cent 
per year) and that the age composition eventually becomes stable. 
For the ratio of beginning to established workers does not decline 
sufficiently, and the “places” vacated by aging and dying workers 
exceed in number the places to be filled. In England, for example, 
assuming constant specific fertility and mortality that finally 
yield a constant decline of about 1 per cent per year, the ratio of 
persons aged fifteen to nineteen to those aged twenty to fifty-nine 
—21 per 100 in 1875—will fall from 13 per roo in 1935 to a con- 
stant 11 per 100 by 1990-95. Under the same conditions the age 
group twenty to sixty-four will always be reduced at least 11.0- 
14.5 per 100 per quinquennium by age and death, in the absence 
of the addition of the maturing group aged twenty to twenty-four 
at the end of the quinquennium. In the United States, assuming 
a low and declining fertility, the ratio of the age group fifteen to 
nineteen to that twenty to sixty-four will fall from 16.0 per 100 in 
1940 to 11.5 in 1960 and 9.0 in 1980. In absolute terms the Eng- 
lish forecast runs as follows: in 1935-40, 1960-65, and 1990-95 
age and death acting together will reduce the group aged twenty 
to sixty-four as of the beginning of the designated period by 
1,309, 1,504, and 1,406 thousands, respectively ; meanwhile, 1,502, 
1,265, and 928 thousands, respectively, will pass out of the 
fifteen to nineteen into the twenty to twenty-four group. In light 
of these figures, therefore, it should not prove difficult to preserve 
interoccupational balance, even in a dynamic economy, if the 
decline is not too precipitate. 

Proponents of (i) under (b) assume that the tendency to un- 
employment will increase as long as the relative number of per- 
sons of productive age increases. Dr. Charles’s two forecasts indi- 
cate that the relative number aged twenty to fifty-nine will 
either increase 2.8 per cent in 1935-50 and then decline 7 per cent 
to an approximately stable level by the year 2000 or will reach a 
peak in 1960 and then continually decline to 4 and 34 per cent 
below the 1935 level by 1985 and 2035. It is evident, therefore, 
that the increase in the relative number of productive age is only 
a temporary phenomenon and that what is to be feared is that the 
decline in specific fertility will not be checked before the relative 
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number of unproductive age becomes very large. An increase in 
the relative number of persons of productive age will tend to aug- 
ment per capita real income and thus to increase somewhat the 
propensity to save, the relative importance of leisure, and the per 
capita consumption of durable goods; it may thus tend to increase 
somewhat the tendency to unemployment in the population of 
productive age, but not sufficiently to counterbalance the income- 
elevating effect of the increase in the relative number of persons 
of productive age. After 1960, however, the trend in the relative 
number of productive age in the United States probably will be 
downward, and an opposite set of circumstances will become 
operative.”* 

Proponents of (ii) under (6) assume that a given occupation 
cannot adjust with sufficient rapidity to such declines in absolute 
demand as will accompany changes in the age structure. Let us 
consider the demand for elementary teachers. Let us assume that 
the demand for elementary teachers varies directly with the 
population aged five to fourteen years and that there is one 
teacher for each forty persons in this age group. Between 1940 
and 1950 the population aged five to fourteen will decline from 
22,627 to 19,994 thousands, and the assumed teacher requirement 
from 565,675 to 499,850, or 11.6 per cent. If, during this decade 
the teaching population were augmented at the same rate as the 
population aged twenty to sixty-four (i.e., 10.4 per cent), 1950 
would witness a teacher excess of 124,655, or approximately 25 
per cent. If, on the contrary, no teachers were trained during the 
decade, the original 565,675 would be reduced through age and 
death to about 435,000 by 1950; a deficit of 65,000 would exist. 
In brief, death and age in most instances reduce an occupational 
group far more rapidly than the demand for its services dimin- 
ishes; wherefore some recruits must be obtained. It is merely nec- 
essary, when the demand for a given product or service is de- 
pendent upon the size of an age group, that allowance be made for 

*® Obviously, the relative number of persons aged twenty to fifty-nine or twenty 
to sixty-four is only a rough index of per capita productive capacity which depends 
also upon the internal age structure of the productive group, the nature of the occu- 


pations pursued, and the extent to which employers adopt wage and employment 
policies suited to the rising age level of the population of productive age. 
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the easily predictable decline in the size of that group. The rela- 
tive expansion of other age groups and other demands will absorb 
the potential recruits who are shunted out of any given relatively 
shrinking occupation. For example, in the illustration presented 
above, in place of a demand for additions and replacements 
totaling 190,000, we found a demand of only 65,000 for partial 
replacements; the remaining 125,000 may obtain employment in 
serving the needs of the age group sixty-five and over which will 
grow by 2,786 thousands, or 33 per cent, in the decade 1940-50. 


VI 


Whereas previous sections of this paper have been devoted to 
tendencies to economic disequilibrium associated with intergroup 
variations in population growth, the remainder of this essay will 
be concerned with the possible disequilibrating effects of marked 
changes in the rate of growth of the total population—in other 
words, with whether or not marked changes in the rate of popula- 
tion growth will unduly accelerate rates of change in the demands 
for specific kinds of labor (i.e., unduly accelerate rates of change 
in the parameters of the demand functions). 

Since the prospective population movements are a falling crude 
rate of growth and a decline in population total, attention will be 
confined to the possible economic effects of a negative rate of 
growth. Although it is not possible accurately to forecast natural 
population movements more than ten to fifteen years in advance, 
it now appears highly probable that the American population will 
attain a maximum of about 140 millions in the 1960's; thereafter 
there will be decrease of population, and the population will con- 
tinue to decline at an increasing rate unless specific fertility in- 
creases or becomes stable. By 1975-80 the rate of decrease may 
amount to 2 per cent per quinquennium. 

The effect of a decline in population total upon economic 
equilibrium will depend principally upon the extent to which 
economic resources are engaged in the production of durable pro- 
ducers’ and consumers’ goods. If all goods produced and con- 
sumed were essentially nondurable in character, a population de- 
cline would be accompanied only by such minor shifts in the de- 
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mands for labor as were occasioned by changes in the age com- 
position. If, on the contrary, all goods were immortal, a cessation 
of population growth might be accompanied by a temporary in- 
crease in unemployment. If, finally, a part of the population were 
normally engaged in the production of durable goods, a decline 
in numbers could conduce to economic disequilibrium, the tend- 
ency to such disequilibrium being more or less proportional to the 
ratio of the rate of decline in population to the rate of mortality of 
the durable goods. 

Those who conclude that a decline in numbers will tend to 
stagnate an economy and augment the relative amount of un- 
employment seem to reason somewhat as follows: (1) a decline 
in the rate of investment and in the level of employment in the 
durable (producers’ and consumers’) goods industries is accom- 
panied, in consequence of the reverse multiplier effect, by a de- 
cline in the level of employment in the nondurable consumption 
goods industries;?? (2) since the total absolute demand for durable 
goods consists of two components—the demand for replacements 
and the demand for additions—a decline in one of the components 


will occasion a decline in the total unless compensated by an 
increase in the other component; (3) a decline in population will 
reduce the additions component and may reduce the replacements 
in such manner that the sum of the two components will tend 
downward with a pressure sufficient to overcome the combined 
resistance of falling interest rates and new inventions; and (4), 


27In other words, a decrease in net investment (private plus governmental) 
will reduce income and consumption and diminish employment in both the invest- 
ment and the noninvestment (or in both the durable and nondurable) goods indus- 
tries. Needless to say, declines in income and consumption, occasioned by an initial 
decline in investment, will result in further diminutions in investment unless 
countervailing conditions become operative. Our first proposition, as stated and as 
discussed below, relates only to certain possible initial effects of a decline in the rate 
of investment in durable producers’ and consumers’ goods and not to the secondary 
effects. For a penetrating analysis of the interrelations of the multiplier and the 
principle of acceleration see P. A. Samuelson, “Interactions between the Multiplier 
Analysis and the Principle of Acceleration,” Review of Economic Statistics, XXI 
(1939), 75-78, and “A Synthesis of the Principle of Acceleration and the Multi- 
plier,” Journal of Political Economy, XLVII (1939), 786-97. For a discussion of 
the time factor see F. Machlup, “Period Analysis and Multiplier Theory,” Quarterly 
Journal of Economics, XLIV (1939), 1-27. 
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since the level of activity in an economy is conditioned not only 
by given circumstances but also by entrepreneurial expectations 
with respect to what circumstances will be in future, and since the 
coefficient of entrepreneurial expectation with respect to the fu- 
ture will become increasingly pessimistic (ceteris paribus) as popu- 
lation continues to decline, such tendencies to disequilibrium and 
unemployment as follow from the first three principles will tend 
to be increasingly magnified, at least as long as the rate of popula- 
tion decline increases.*° I shall examine the validity and the im- 
plications, in so far as population decline is concerned, of the first, 
third, and fourth of these principles; the second, an algebraic 
truism, will be disregarded. 

A decline in the level of employment in the durable goods in- 
dustries may be, but need not necessarily be, accompanied by a 
decline in the level of employment in the nondurable goods indus- 
tries. Obviously, if the decline in each sector is just equal to the 
diminution, through aging and mortality, in the number of work- 
men attached to each sector, no unemployment develops. How- 
ever, let us assume: (a) an approximate marginal propensity to 
consume nondurable goods equal to $ and a corresponding mul- 
tiplier of 2; (0) an annual employment of 50 units each in the 
durable and the nondurable sectors. According to received the- 
ory, if, in these circumstances, a decline of 1 per cent in the total 

3° The principles which I have enumerated seem to me to be distillable from the 
following studies among others: A. H. Hansen, Full Recovery or Stagnation (New 
York, 1938), and “Economic Progress and Declining Population Growth,” Ameri- 
can Economic Review, XXTX (1939), 1-15; R. F. Harrod, The Trade Cycle (Oxford, 
1936); J. M. Keynes, General Theory of Employment, Interest, and Money (New 
York, 1936); T. H. Marshall, The Population Problem (London, 1938); Joan Robin- 
son, Essays in the Theory of Employment (New York, 1937), and Introduction to the 
Theory of Employment (New York, 1937); also articles by J. M. Keynes in Eugenics 
Review, XXIX (1937), 13-17; J. R. Hicks in Economic Journal, XLVI (1936), 
238-53; G. E. McLaughlin and R. J. Watkins, in American Economic Review, Sup- 
plement, XXIX (1939), 1-14; and my “Population Trends and Prosperity,” Pro- 
ceedings of the Ohio Conference of Statisticians, November, 1939. Two studies have 
come to my attention since this paper was completed: J. M. Fleming, “Secular 
Unemployment,” Quarterly Journal of Economics, LIV (1939), 103-30, esp. pp. 104- 
9; and W. B. Reddaway, The Economics of a Declining Population (New York, 
1939). I shall not attempt to discuss A. Lésch’s interesting thesis that variations in 
the crude rate of natural increase produce variations in the level of business activity 
(Bevilkerungswellen und Wechsellagen |Jena, 1936)). 
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and the working populations occasions a 2 per cent decrease in the 
demand for labor in the durable goods industries, unemployment 
equal to approximately 1 per cent (i.e., 1-4/50-4) will develop 
in the durable and later in the nondurable goods industries. This 
conclusion is valid, however, only on condition that the above as- 
sumptions remain constant. If in the same period that the de- 
mand for labor in the durable goods sector falls 2 per cent, the 
overall propensity to consume nondurable goods increases suffi- 
ciently to augment the demand for the latter class of labor by 
approximately 1 per cent (i.e., 50-49.5/50-0.5), no unemploy- 
ment will develop.* In short, whether or not unemployment will 
develop depends not merely upon the values of the marginal 
propensity to consume nondurable goods at the beginning and at 
the end of the period studied but also upon the direction and 
degree of change in the overall propensity to consume. 

The implications of these observations for the first proposition 
follow. This proposition is valid only on condition that no off- 
setting change takes place in the propensity to consume. A de- 
cline in population will probably be accompanied by several 
changes conducive to an increase in the propensity to consume: 
(a) the marginal productivity of labor and therefore the wage 
level will increase somewhat; (6) a system of family subsidies 
designed to stem natural decrease will probably be adopted ;* and 
(c) given a sufficient decline, an age composition more favorable 
to consumption may develop. Against these possible tendencies 
must be set any tendency for per capita income to rise as the 
result of an improvement in either the ratio of resources to num- 


3 That a change of the type postulated must and does occur is highly probable. 
Assume an economy in which labor and other productive efforts are divided in the 
proportion of 5 to 1 between the creation of nonproducers’ and producers’ goods. If 
it is collectively decided that for a period of time more effort must be diverted to the 
creation of producers’ goods, this proportion may be changed, technological factors 
permitting, to 4 to 1. Upon the completion of the extra increment of producers’ 
goods, enough labor and materials are shunted back into the creation of nonproducers’ 
goods to restore approximately the original 5 to 1 ratio. Shifts of this sort are in- 
evitable in a dynamic economy and, in theory at least, can be effected without in- 
creases in unemployment. 


3 See my France Faces Depopulation (Durham, N.C., 1938), chaps. x-xi. 
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bers or the age composition of the population.*? The net effect of 
these various tendencies upon the propensity to consume is not 
easy to determine; it is improbable, however, that this net effect 
would per se counterbalance any marked decrease in the rate of 
investment traceable to changes implied in the third proposition. 

Most crucial of the four propositions is the third, the validity 
of which depends in part upon the validity of certain Keynesian 
principles, and in part upon the nature of the relationship be- 
tween the demand for the services of durable goods and the de- 
mand for the goods whence these services flow (i.e., upon the 
operation of the deceleration principle). According to the Key- 
nesians, it is unlikely that, in an economy with a declining popula- 
tion, the interest rate charged will decline sufficiently to equate 
savings and investment at a level consistent with full employ- 
ment. For, with the disappearance of a positive rate of popula- 
tion growth, one of the two principal sources of the extensive de- 
mand for capital**—the need for capital to equip new increments 
of population—will dry up, and the “marginal efficiency” of capi- 
tal will fall below the level of interest rates if the interest rate 


determining institutions remain as at present. Therefore, national 
income, savings, and investment will decline to a level that, while 
consistent with the maintenance of balance between saving and 
investment, will entail considerable unemployment. 

The Keynesian line of reasoning is based, it seems to me, upon a 
marked underestimate of the intensive demand for capital. Every 
diminution* in the interest rate augments the demand for capital 


33 I am supposing all along that, in the absence of any change in the direction of 
equalizing income distribution, the marginal propensity to consume is inversely 
related to per capita real income. For data on the extent to which this assumption is 
valid see E. W. Gilboy, “The Propensity To Consume,” Quarterly Journal of Eco- 
nomics, LIII (1938), 120-40, and J. Marschak, “Personal and Collective Budget 
Functions,” Review of Economic Statistics, XX1 (1939), 161-70, and “Family Budgets 
and the So-called Multiplier,” Canadian Journal of Economics and Political Science, 
V (1939), 358-62. 

34 The other source is the need of capital for the development of new territories. 
This source, many believe, is also disappearing rapidly; for it is dependent, in large 
measure, upon the growth, through natural increase and immigration, of the popu- 
lations of such new areas. 

3s However, if the decline in the interest rate is the result of an increase in the 
underutilization of resources, or if the lowness of the interest rate is a consequence 
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by extending the economic utilizability of durable consumers’ 
goods and by rendering economically feasible the further exploita- 
tion of capital-absorbing productive enterprise. If (a) the elas- 
ticity of demand for producers’ capital in manufacturing and non- 
manufacturing enterprise approximates — 1.33 or higher;** (6) the 
elasticity of demand for consumers’ capital exceeds unity;37 and 
(c) the elasticity coefficients will continue to exceed unity for a 
long time to come, then the interest rate will not fall as much as 
Keynes anticipates and will not have to fall so appreciably to 
permit full employment.** If we make the further supposition 
that invention and innovation will continue, the probability in- 
creases that the marginal efficiency of capital and the “equilibri- 
um” interest rate will not fall as rapidly as Keynes supposes.** 


of underutilization of resources, entrepreneurial conduct and investment will not 
respond to any designated rate of interest as they would, given full utilization of 
resources. The gist of my subsequent argument is that such underutilization of re- 
sources and such nonresponsivity to the interest rate are not essentially the results 
of a decline in the rate of population growth. 

36 See P. H. Douglas’ summary article in the Canadian Journal of Economics and 
Political Science, IV (1938), 22-33, and his many brilliant studies there cited; also C. 
Clark’s two articles on the marginal productivity of capital in the Economic Record, 
XV (1939), 54-59, and in the Supplement for April, 1939, pp. 110-18; also my article, 
“Economic Opinion and the Future of the Interest Rate,” Southern Economic J our- 
nal, III (1936), 7-28. For the classic defense of the interest theory on which my 
reasoning is founded see Frank Knight’s many articles on capital theory, particu- 
larly in the Journal of Political Economy. 

37 Needless to say, since the demand for some of this capital will be essentially 
collective rather than individual in nature, the financing of outlays for such col- 
lective capital goods will have to be undertaken either by collective associations or 
by governmental units. The extent to which provision is made for collective capital 
will depend, other things being equal, upon the extent to which present taboos 
against, and opposition to, outlays for collective capital are dissipated. 

38 It is to be understood, of course, that all increases in the per capita consump- 
tion of goods which take place as the result of a decline in the interest rate will take 
place immediately either because the relative prices of the goods in question fall or 
because the real income of the consumers expands. For the comparative influence of 
changes in the interest rate upon cost and investment see F. Machlup, “The Rate 
of Interest as Cost Factor and as Capitalization Factor,” American Economic 
Review, XXV (1935), 459-65. 

39 The prospect of technological progress, coupled with other factors that will 
affect investment in the future, leads Professor A. C. Pigou to remark, relative to 
Mr. Keynes’s fear that openings for investment at a positive rate will disappear: “I 
should not myself pay a high premium against Mr. Keynes’ day of judgment” (see 
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This conclusion is somewhat strengthened by two further consid- 
erations. First, not all of the physical equipment made available 
to a shrinking population by a decline in numbers will augment 
the supply of conduct-determining capital.4° Second, since migra- 
tion is generally from less-capital-using to more-capital-using 
areas, population migration will continue to elevate the demand 


for capital.“ 

If the suppositions and inferences which I have just made are 
valid, it may well be that a quadrupling of the per capita supply of 
producers’ and consumers’ capital will not reduce the marginal 
productivity of capital by more than one-half, if that much; 
wherefore the interest rate need decline only about one-half to 
make possible full employment. In the recent past capital forma- 
tion in the United States has proceeded at a pace sufficient per- 
haps to double the capital supply about once each forty years, 
assuming population growth and no catastrophic destruction of 
capital as by war.* The rate at which the supply of capital per 


“Mr. J. M. Keynes’ General Theory of Employment, Interest and Money,” Eco- 
nomica, III [new ser., 1936], 130). It may be remarked that, should future inven- 
tions and innovations prove to be essentially capital-saving, our inference above 
will not hold; however, there is no evidence that invention is essentially capital- 
saving on the balance. It may be further remarked that, given a constant interest 
rate and a falling extensive (i.e., “growth”) outlet for investment, the level of in- 
vestment will remain unchanged only on condition that the rate of improvement in 
technique increases sufficiently to counterbalance the decline in the extensive 
outlet. 

4° To illustrate: Assume that residential housing depreciates 0.5 per cent per 
year and that population declines 1 per cent per year. At the end of five years the 
per capita amount of residential housing will have increased (ceteris paribus) ap- 
proximately 2.6 (i.e., approximately 97.5—95.0/95.0) per cent. In practice, 
however, some of this housing will no longer be appropriately located or susceptible 
of use and, therefore, will have only salvage value. 

4* See Sec. IV above. If the multiplier were higher in the less-capital-using than 
in the more-capital-using region, the effect of migration upon the level of income 
and employment of the two regions would be lower, in the first instance at least, than 
if the multiplier were the same in the two regions. 

# This very crude estimate refers to both producers’ and consumers’ capital. 
For various estimates of the volume and rate of growth of the capital supply see 
S. Kuznets, Commodity Flow and Capital Formation (New York, 1938), pp. 471-72; 
articles on “The Trend of Savings, 1900-1929,” by C. Warburton and C. Lewis, 
Journal of Political Economy, XLIII (1935), 92, 98-101, 535; H. G. Moulton, The 
Formation of Capital (Washington, 1935), chap. x and Appen. B. 
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head grows will increase as the rate of population growth falls to 
or below zero; the period required for doubling the supply per 
head possibly may fall as low as twenty years. 

If the preceding line of reasoning is valid, the tendency for the 
marginal productivity of capital to decline as population dimin- 
ishes will not prove nearly so disequilibrating as Keynes supposes. 
In further support of the Keynesian view, however, may be set 
down: (a) the fact that businessmen are not so responsive to in- 
terest-rate changes (at least to those of a cyclical character) as 
economic rationale requires them to be;** (6) the possibility that 
imperfect competition in the money-lending field, coupled with a 
tendency on the part of lenders to overestimate the risk and cost 
elements, will prevent the interest rates charged from falling as 
rapidly as the marginal productivity of capital ;** and (c) the long- 
run tendency for the relative share of national income received by 
manual labor to decrease in consequence of the growth of monop- 
oly.** To these three facts may be added a fourth, namely, that 
since the capital goods industries are more oligopolistic than con- 
sumers’ goods industries,** the expansion of capital consumption 


and of employment in the capital goods industries is checked.‘ 


43 See J. E. Meade and P. W. S. Andrews, “Summary of Replies to Questions 
on Effects of Interest Rates,” Oxford Economic Papers, I (1938), 14-31; J. F. 
Ebersole, “The Influence of Interest Rates upon Entrepreneurial Decisions in 
Business—a Case Study,’’ Harvard Business Review, XVII (1938), 35-39; also J. 
Tinbergen, Statistical Testing of Business-Cycle Theories (Geneva, 1938-39), I, 66, 
127, 131; II, 183-8s. 

“* Small borrowers, in particular, are not likely to obtain pecuniary capital at 
appropriate prices (see O. L. Nicholson, “The Fallacy of Easy Money for the Small 
Business,”’ Harvard Business Review, XVIII [1938], 31-34; also L. V. Chandler, 
“Monopolistic Elements in Commercial Banking,” Journal of Political Economy, 
XLIV [1938], 1-22). 

48 See M. Kalecki, “The Determinants of Distribution of the National Income,” 
Econometrica, V1 (1938), 97-112, esp. pp. 109-10. 

4¢See W. Thorp’s testimony, Proceedings of the Temporary National Economic 
Committee (Washington, 1939), I, 80-81; also E. S. Mason’s conclusions relative to 
price inflexibility, “Price Inflexibility,” Review of Economic Statistics, XX (1938), 
64, and E. M. Bernstein, ‘“Wage-Rates, Investment, and Employment,” Journal of 
Political Economy, XLVII (1939), 227-31. 

47 The employment-limiting effect of oligopoly is further aggravated in some 
industries by the existence of imperfections with respect to the supply of labor— 
i.e., of imperfections which elevate the marginal cost curve. In this connection see 
Bernstein, op. cit., pp. 229-31. 
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Inasmuch as these four conditions are nondemographic in char- 
acter, it may only be inferred that their effects will be aggravated 
by present demographic trends. At the same time, it must be re- 
membered that, since these three conditions are nondemographic 
in character, they are probably more changeable by education and 
governmental intervention than are demographic trends. 

Let us now consider the second possible prop of proposition 
three, namely, the well-known deceleration principle. The extent 
to which a decline in numbers, operating through the medium of 
the deceleration principle, will depress the level of employment in 
a dynamic economy seems impossible of very precise determina- 
tion. It remains to be proved, moreover, that the net employ- 
ment-depressing effect of the deceleration principle will be greater 
in a declining population than in a growing population. In gen- 
eral, the demand for a durable good may decline if the rate of 
growth in the total demand for the services of the durable good 
declines; it will decline if the corresponding rate of growth be- 
comes negative. A decline in population will not necessarily occa- 
sion a decline in the demand for a durable good unless the per 
capita demand for the services of such a durable good increases 
less rapidly than population decreases. The probability that any 
given decline in population will reduce the total demand for dura- 
ble goods will be affected also by the height of both the rate of 
depreciation and the actual and estimated rates of obsolescence, 
by the extent to which an “echo effect’’** is present, and (if the 
. durable good is of the producers’ type) by the number of stages of 
production separating the good from the consumer. Assuming 
that the demand for a durable good decreases, the rate of decline 
will be constant or variable according as the net composite rela- 
tive effect of the determinants of this decline is constant or 
irregular. 

Certain eleraents in the present structure of the American econ- 
omy will limit the capacity of a decline in numbers to occasion 

48 On this effect see Tinbergen, op. cit., Vol. I, chap. iii; ibid., IT, 41; J. S. Bain, 
“The Relation of the Economic Life of Equipment to Reinvestment Cycles,” 
Review of Economic Statistics, XXI1 (1939), 78-88; cf. also Tables IV and V in my 
article, “Population Movements, Employment, and Income,” Southern Economic 
Journal, V (1938), 151. 
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unemployment. Although nearly two-fifths of the commodity 
flow consists of durable goods, something like two-thirds of the 
annual gross capital formation is consumed each year. Deprecia- 
tion in many lines exceeds 5 per cent.*® The resulting effective 
replacement rate is raised higher still by obsolescence. According- 
ly, the repair, maintenance, and replacement of capital provide a 
cushion that will soften the initial impact of a decline in numbers 
and reduce to very small proportions the possible unemployment- 
creating effect of a continuous decline-in numbers. 

If, as is very likely, a decline in population reduces the total 
demand for some durable goods, neither an interoccupational 
transfer of workers nor an increase in unemployment need always 
prove necessary. For, as a rule, age and death will reduce the 
number of persons attached to an occupational group or industry 
as fast as, or faster than, the deceleration principle will reduce the 
demand for their services. The unspecialized young workers who 
normally would enter this relatively contracting occupation or 
industry may be shunted either into the relatively expanding 
durable goods industries or into the relatively expanding non- 
durable goods and services industries and occupations. A very 
gradually falling interest rate will expand the former category of 
employment, whereas a slight increase in the overall propensity to 
consume will expand the latter. To illustrate: Assume that a pop- 
ulation of stable age composition is declining 1 per cent per year; 
that half the working population produces durable goods, and 
half nondurable goods and services; and that a 1o per cent decline 
in population has reduced by 20 per cent the absolute demand for 
durable goods in industries employing 10 per cent of the working 
population. The period in which the total population declines 10 
per cent will witness approximately a 30 per cent decrease (be- 
cause of death and age) in the number of workers originally at- 
tached to the declining durable goods industries. Accordingly, 
only one-half of the recruits who normally would have entered the 


4° On estimates of depreciation see S. Fabricant, Capital Consumption and Ad- 
justment (New York, 1938), and E. A. Saliers, Depreciation Principles and A pplica- 
tions (3d ed.; New York, 1939), pp. 441-74; on estimates of gross and net capital 
formation see Kuznets, op. cit., pp. 465, 470-71, 475. 
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declining industries must transfer to the relatively nondeclining 
durable goods industries and increase their output about 1/36,5° 
or to the nondurable goods industries and increase their output 
1/45, or to the two in combination and increase their output 1/81. 
It thus becomes evident that the deceleration principle need not, 
and probably will not, become a greater source of unemployment 
in a declining than in a growing population. 

Let us turn now to the fourth proposition, namely, that entre- 
preneurial expectations will become less favorable to the main- 
tenance of full employment. As has been well demonstrated by 
various writers,* in a dynamic, nonrepeating economy in which 
much economic activity is future oriented, the level of employ- 
ment will depend, other things being equal, upon entrepreneurial 
expectations. If, in a decreasing population, the coefficient of ex- 
pectations associated with a given actual situation is less favor- 
able to the restoration or preservation of full employment than 
the coefficient that would normally be associated with the same 
actual situation in a growing population, the tendency to unem- 
ployment will be more marked in the former situation, even 
though the actual present circumstances are identical. 

It appears that, on the balance, the coefficient of expectations 
will become less favorable to employment, other things being 
equal, as the result of the appearance of a zero or a negative rate 
of growth; for the determinants of the coefficient of expecta- 
tions—namely, uncertainty and risk that is not readily trans- 
ferable—will tend to increase somewhat as population growth dis- 
appears. (a) Since the relative demand for most goods will rise 
somewhat less rapidly, more time may be required to liquidate 
unwarranted overexpansion or to develop such a backlog of un- 
fulfilled needs as sometimes facilitates recovery from depression. 
Furthermore, slowness of liquidation and recovery, coupled with 
the possibility that entrepreneurs will be more prone to consider 
markets limited, may intensify demands for tariffs, subsidies, etc. 
Inasmuch as population growth can be predicted with consider- 

s° An infinitesimal decline in the interest rate would permit such an expansion. 

s* E.g., see G. Haberler, Prosperity and Depression (New York, 1939), under 
“expectations,” in Index. 
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able accuracy ten to fifteen years in advance, and as much equip- 
ment wears out within ten to fifteen years, difficulties with respect 
to overexpansion and its aftermath should not be great. (0) If per 
capita income rises somewhat in consequence of the cessation of 
population growth, the ratio of obsolescence reserves to deprecia- 
tion reserves may rise and increase the extent to which the en- 
trepreneur can choose the time for making replacements. Changes 
(a) and (5) will increase risk and uncertainty somewhat as will 
(c) any intensification of the conflict bétween productive workers 
and aged pension-seekers,* or (d) any augmentation of the de- 
mand for public relief for the aged. Against this trend in expecta- 
tions may be set the fact, that since the influence of expectations 
depends upon the degree of atomization of the economy, some 
small deatomization of the economy should counterbalance any 
unfavorableness in the trend of the coefficient of expectations.* 

If my analysis of the four propositions examined, and of the 
extent to which they are valid for a declining population, is cor- 
rect, a decline in population will not be nearly so conducive to 
economic disinvestment and disequilibrium as many writers have 


supposed. In general, whether or not a decline in numbers will 
check investment and thus depress the level of employment turns 
largely upon the degree to which other determinants of the level 
of employment are permitted to act as depressants. It is essential, 
therefore, that in discussions of the economic influence of popula- 
tion trends the nondemographic causes of unemployment be seg- 


5? On this point see F. G. Dickinson’s address, Insurance Looks at the 1940's (Chi- 
cago, 1939). 

53 The capacity of expectations to shape the future varies directly with the inci- 
dence of uncertainty, relative to the future, upon entrepreneurs. Collective uncer- 
tainty will be greater, other things being equal, the greater the number of entre- 
preneurs acting as independent individuals, or human atoms, and therefore in ignor- 
ance of the individual actions of rivals and of the collective effect of these actions. 
Collective uncertainty will tend to be less, the smaller the number of entrepreneurs, 
and, therefore, the more deatomized, the economy is (see M. Dobb, Political Econo- 
my and Capitalism (London, 1937], chap. vi). Needless to say, we do not mean to 
imply that a mere reduction in the number of entrepreneurs will per se bring about 
fuller employment but rather that a reduction in the relative number of final de- 
cision-makers is one precondition, in the actual world, to the achievement of full 
(or fuller) employment, given present and prospective demographic conditions. 
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regated from the demographic causes and that the nondemo- 
graphic changes in the structure of the economy not be mistaken 
for demographic changes. 


VII 


I shall not try to summarize the various theses which I have 
defended or attacked. I prefer rather to draw a few inferences 
from the materials presented. A decline in numbers will not per se 
conduce to the lowering of per capita income, provided that the 
rate of decline is not too high, that the relative number of 
unproductive aged does not increase too much, and that the 
population total does not fall below the “‘optimum”’ level. If the 
relative amount of unemployment increases as population levels 
off or declines, the causes will have to be sought primarily in the 
stickiness of our economic system as now organized—that is, in 
the failure of lenders to reduce the interest rate sufficiently, in the 
nondemographic determinants of economic cycles, in the rigidifi- 
cation of the economy, in entrepreneurial and governmental fail- 
ure to open new investment channels, and in the nonadaptation 
of our educational and labor exchange systems to the needs of a 
technical and dynamic economy; the basic cause will not be the 
population trend per se. 

In my opinion we should be concerned at present not so much 
over the prospect that the population total will decline as over the 
fact that regional and class reproduction rates differ so markedly. 
For these differences run counter to what present technological 
trends indicate to be appropriate differences; they exercise a dis- 
torting effect upon the occupational structure and prevent the 
development and spread of such economic and occupational traits 
as the present situation calls tor. I am sure that, if we learn to 
deal effectively with the problems occasioned by reproductive dif- 
ferentials, prospective changes in the population total will pre- 
cipitate no very difficult economic problems. * 





AN APPRAISAL OF THE RULES AND PROCEDURES 
OF BANK SUPERVISION, 1929-39" 


HOMER JONES 
Washington, D.C. 


ULES and procedures of bank supervision may be ap- 
praised by reviewing their operations over the last ten 


years. From this standpoint the decade seems to fall 
into three distinct periods. From 1930 to the banking holiday 
in 1933 supervision was faced with panic, crisis, and deposit con- 
traction. After the holiday until roughly the middle of 1934 the 
supervisors fostered reorganization of weak banks, encouraged 
the sale of bank stock to the Reconstruction Finance Corporation, 
and, in general, reinstituted classic supervisory rules and proce- 
dures. During the succeeding years supervisors have been inter- 
mittently charged with impeding recovery and have consequently 
made some revision of the traditional rules and procedures. 


THE 1930-33 PERIOD 


The role of supervision in the 1930-33 period must be con- 
sidered not only against the background of the abnormal condi- 
tions of those years but also in light of the implicit principles of 
supervision in more normal years and the condition of the banks 
and business in general at the end of the twenties. At the be- 
ginning of the depression, according to the unwritten law of long 
tradition, a leading function of the bank supervisor was to ascer- 
tain the extent of equity in banks by determining their liabilities 
and appraising their assets. Whenever the liabilities of a bank 
exceeded the appraised value of the assets or whenever capital 
was seriously impaired, it was his duty to take action to remedy 
this situation. If stockholders’ contributions or sales of stock did 
not yield sufficient new money, he brought pressure to achieve 


‘A revision of a paper read at the annual meeting of the American Economic 
Association, December 28, 1939. 
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a reorganization or a merger or, failing in this, urged the board of 
directors to close the bank. This traditional policy was defended 
upon the grounds that without it informed depositors might with- 
draw their funds between the time the impairment was deter- 
mined and the suspension of payments. In this case the remain- 
ing depositors and the new depositors would suffer much greater 
losses than if the bank had been closed at once. 

Supervisors had also commonly concerned themselves with the 
volume of bank capital, even though it was not technically im- 
paired, since capital was considered a cushion against asset de- 
preciation. Accordingly, in cases of inadequacy they took steps 
to secure its increase. Another long-accepted function was the 
criticism of assets deemed to involve a high degree of risk. Super- 
visors in general endeavored to prohibit or discourage the ac- 
quisition of such assets and to urge or require their disposition. 


POPULAR CYCLE THEORY AS A BACKGROUND 

As the 1930-33 depression developed serious proportions, the 
theory became popular that it represented the inevitable reaction 
to unsound practices and situations of the days of prosperity. 
Similarly, as bank failures increased, the doctrine spread that 
these failures were the inevitable result of unsound banking prac- 
tices prevalent in the late twenties. Without wishing to make any 
pronouncements upon the causes of the depression, I think it is 
fair to say that neither the banks nor the general business condi- 
tions in the 1920’s were unsound in the sense that they made in- 
evitable either a depression of such magnitude or the catastrophic 
failure of banks. 

To my mind the critics who have blamed the banking crisis of 
1930-33 upon unwise policies of years preceding the depression 
completely misplaced their emphasis. Some banks, particularly 
in the agricultural districts, were in a weak condition prior to 
1930, but their weakness was the result of the post-war depression 
in agriculture and was only a minor factor in the banking collapse 
of the early thirties. As the industrial depression developed, both 
rural and urban banks were victims not primarily of their own 
mistakes but rather of the general deterioration in economic ac- 
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tivity. Banks as a group previously were in a hazardous condition 
only in the sense that the banks of any fractional reserve system 
must inevitably be vulnerable. Once caught in the spiral of de- 
flation, individual banks and bankers could do nothing either to 
limit the deflation or to save themselves. Anything which they 
did do to improve their position only intensified the deflation 
and ruined other bankers. 

In view of this background of the traditional duties of super- 
visors and the popular conceptions of the causes and inevitability 
of the depression, we need not wonder that the supervisors and 
examiners tended to continue and even to intensify their tradi- 
tional activities. To those who accepted the thesis that banks 
were failing because of their unsound condition and that the de- 
pression was at least in part due to that unsound condition, it 
seemed logical to believe that recovery depended upon rehabilita- 
tion of the banks,” the liquidation of those beyond hope, and, in 
general, the vigorous enforcement of traditional supervisory rules 
and procedures. 


NORMS FOR GOVERNMENT PROCEDURE 

Continuation of customary supervisory practices during the 
depression, however, could only accelerate the downswing. Dur- 
ing such a period the only justification for any supervisory action 
was prevention of bank closings and a resultant tying-up of de- 
posits. The prime immediate cause of bank failures was inability 
to meet the demands of depositors. Hence, the proper policy for 
the government with respect to individual banks was to confine 
itself to supplying cash to meet the demands. The traditional 
supervisory policy of criticizing the risky assets of banks needed 
to be abandoned. Attempts to collect low-grade loans and sell low- 
grade securities would only intensify the depression. Prevention 
of new loans or purchases was economically undesirable. Simi- 
larly, recapitalization requirements were undesirable. Except in 
those few cases in which new capital could come from hoarded 
? One of the supervisors stated in 1934 that it would have been a good idea to have 
had the banking holiday in 1930 or 1931 (U.S. Congress, Senate, “Stock Exchange 


Practices,” Hearings before the Committee on Banking and Currency (73d Cong., 
2d sess.], Part XII, p. 5839). 
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deposits or cash, subscribers would have to dump securities and 
other assets on already demoralized markets. 

In particular, enlightened supervisory policy demanded the 
studious avoidance of any action likely to result in bank closings. 
Reorganizations and mergers and the fanfare inevitably con- 
nected with them were on the whole only disturbing to public 
confidence. Banks did need cash to ride out the storm, but it 
was the function of the reserve authorities, not of the supervisors, 
to supply it. All that the supervisors could usefully do was to 
continue their periodic visits to the banks, since the public would 
have been disturbed by any discontinuance of the practice, and 
to check any gross self-dealing by bank managers, particularly in 
those cases in which the bank owners and managers believed the 
banks to be insolvent. 

Supervisors carrying out their traditional functions must ap- 
praise the assets of the banks. Yet bank assets have a particularly 
indeterminate value in periods of crisis. Current market prices 
cannot be accepted because markets are demoralized, and many 
classes of bank assets, e.g., most bank loans and real estate, can- 
not be sold at any price. Appraisals of assets at such a time de- 
pend largely upon the appraiser’s forecast of the course of future 
business activity. There is great doubt whether the bank super- 
visors could have sufficient insight on this subject to give their ap- 
praisals any degree of reliability. 

Even if meaningful appraisals could be made, however, tlhe 
process of asset valuation would be worse than futile. As we have 
already noted, public policy calls for suspension during the de- 
pression of all supervisory functions dependent upon such valua- 
tions. Supervisors cannot help the situation by urging banks to 
sell securities or to collect loans or to shift from long-term to 
short-term securities. Any valuation of assets, therefore, merely 
encourages the continuation of practices dangerous both to the 
banks and to the economy at large. 


THE ACTUAL PROCEDURE 


The evidence either is not available or has not been assembled 
to demonstrate conclusively what procedures actually were fol- 
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lowed in the 1930-33 period. While there was some propensity 
on the part of the examiners to continue old practices or even to 
tighten them, many supervisors issued instructions temporarily 
altering the rules. One examiner has testified that the rules were 
relaxed as early as 1930, and that otherwise the banking holiday 
would have come then instead of in 1933.3 Early in 1931 the 
Comptroller ordered some deviation from strict adherence to mar- 
ket value in the appraisal of bonds. Under an order of December 
18, 1931, he instructed that no depreciation be charged off on 
nondefaulted bonds. One chief national bank examiner has testi- 
fied, however, that in all cases in which bond depreciation was so 
great as to result in a capital impairment, the procedure of valuing 
all bonds at market was continued. This means that the new 
procedure was followed only in cases in which the choice of pro- 
cedure was of least importance.‘ 

In October, 1931, the Comptroller asked the chief national 
bank examiners to instruct all examiners “to exercise extraordi- 
nary discretion in their work, and to use every effort to encourage 
and sustain the morale in banks examined.” He asked that 


leniency be extended “consistent with proper regard for public 
interest,” and said that “present conditions demand sympathetic 
treatment.”> But it appears that even at this advanced stage of 
the depression many examiners continued rigorously to follow 
the customary rules. In July, 1932, the Comptroller stated: 


Reports of examination received by this office recently clearly indicate 
that some examiners have not fully grasped the meaning of previous instruc- 
tions issued by this office during the past year with respect to examinations, 
.... and it would also seem that some of the examiners may not fully ap- 
preciate the extremely abnormal business conditions and the weakened con- 
dition of the securities market at this time.* 


At the end of 1932 and 1933 the examiners still apparently 
thought that they were doing the right thing in valuing assets, 
urging charge-off of losses, pressing for increased capitalization, 


3 Ibid., Part X, p. 4646. 

4 Ibid., p. 4643. 5 Ibid., pp. 4641-42. 

* From a letter sent to all chief national bank examiners (cf. ibid., Part XII, 
. 5836). 





188 HOMER JONES 


asking reduction or abandonment of dividend payments, and 
effecting increases in liquidity.” The chief national bank examiner 
for the Seventh Federal Reserve District took considerable pride 
in the increase of liquidity of the Guardian National Bank of 
Commerce of Detroit from 20 to 40 per cent between June and 
December, 1932, pointing out that the increase was made possible 
by loan contraction. The evidence available seems to indicate 
that, while the heads of the supervisory agencies adopted rather 
enlightened rules for supervision during the depression, the pro- 
cedures of some examiners lagged considerably behind. 

Indeed, the supervisors seem to have been at least as willing 
to tide the banks over the period of stress as Congress and the 
monetary authorities. Banks failed during the depression because 
of inadequate cash to meet the demands of depositors. The scar- 
city of cash stemmed from the inability or unwillingness of the 
monetary authorities to relax the rules and procedures and from 
the defects of the basic law. Possibly the public opinion of the 
time would not have permitted supplying the banks with cash 
in completely adequate amounts. Whatever the reason, there was 
a reluctance to secure adequate legislative action extending the 
powers of the lender of last resort. The cumbersome act of Feb- 
ruary 27, 1932, did finally alleviate the situation somewhat, but 
only a very limited volume of credit was advanced to the banks 
under its terms. Though the entire banking system collapsed, 
$95,000,000 was the maximum amount ever outstanding to the 
banks under the terms of the act.* The substantial open-market 
operations of the Federal Reserve System subsequent to passage 
of the act were, under the circumstances prevailing at that time, 
of limited benefit to banks which had few assets of the types 
purchased by the Federal Reserve banks. 

After more than a year of heavy pressure on the banking system 
the government took steps to supply the banks with needed cash 
by means of loans from the Reconstruction Finance Corporation. 
This was a laudable step, but it should have been taken earlier. 


7 I[bid., Part X, pp. 4619-55; Part XII, pp. 5838-so. 
8 Twentieth Annual Report of the Federal Reserve Board (1933), p. 110. 





RULES AND PROCEDURES OF BANK SUPERVISION 189 


Moreover, even though the Reconstruction Finance Corporation 
entered the field so late, complete collapse might have been 
averted if the needs of the banks for cash had been met more 
freely. A satisfactory explanation has never yet been forthcom- 
ing as to why the Federal Reserve System—the specialist in the 
field of advancing funds to commercial banks—would not have 
been the more logical agency for performing this function.’ It is 
significant that many member banks found that they were able 
to get credit accommodations more freely at their correspondent 
banks than at their Federal Reserve bank. This would seem to 
have called for revision of the rules and procedures of the Federal 
Reserve System rather than for delegation to a separate agency 
of the power to lend to banks.*® 


THE POSTHOLIDAY PERIOD 

While in the 1931-32 period supervisors gave some recognition 
to the fact that their duty was to keep banks open rather than to 
close them, after the holiday the doctrine of “cleaning up” situa- 
tions became more important. A resurgence of the strict conserva- 
tive point of view in bank supervision dates from the announce- 
ment of the policy that only sound banks would be reopened after 
the holiday. It may have been necessary to announce this policy 
in order to re-establish public confidence in the absence of a 
100 per cent guaranty. However, one does feel impelled at this 
date to question how the sound and the unsound banks could be 
distinguished in view of the indeterminate value of bank assets at 
that time. The Comptroller himself late in 1933 found it necessary 

* Neither has any rationale been developed for later giving to the Federal Re- 
serve banks power to make loans directly to business rather than concentrating this 
function in the hands of the Reconstruction Finance Corporation. 

1° The potentialities of bank borrowing as a means of limiting the depression were 
restricted by the reluctance of banks to remain in debt. This reluctance sprang in 
part from the adverse reaction of depositors to the appearance of substantial bor- 
rowing in the published statements required by the supervisors. Elimination of such 
a requirement might be impossible or inexpedient in time of depression. It might 
well strengthen the banking system for any future crises to revise the form of the 
statement now in such a way as to withhold from the public the volume of bank 
borrowings. 





190 HOMER JONES 


to give recognition to the problem of “reorganization-minded” 
examiners." 

A second major development of this period—the extensive Re- 
construction Finance Corporation investment in the preferred 
stock of banks—also appears somewhat puzzling in retrospect. 
The sponsors of this program no doubt planned it to function as 
part of the regrettable supervisory policy of rehabilitating banks 
in time of depression, but at the time of its authorization in the 
Emergency Bank Act of March 9, 1933, it really served as a lim- 
ited government guaranty of certain selected banks.” This func- 
tion became vestigial with inauguration of federal insurance of 
deposits under the Banking Act of June 16, 1933. The large- 
scale Reconstruction Finance Corporation investments in bank 
stock in 1933 and 1934 conceivably were designed either to give 
the Federal Deposit Insurance Corporation a favorable start by 
allowing another government agency to absorb most of the initial 
loss or to limit the assessments upon insured banks under the 
permanent plan.*’ Apart from these two possibilities, however, 
no logical reason is evident for the government to limit risk to 
one of its instrumentalities, the Federal Deposit Insurance Cor- 
poration, by increasing risk to another instrumentality, the Re- 
construction Finance Corporation. This policy has never been 
adequately explained, and in fact the government officials most 
concerned apparently operated throughout the period under the 
erroneous impression that bank equity supplied by the govern- 
ment performs exactly the same purpose as bank equity supplied 
by private sources. 

Another feature of this new phase was the announced policy 
of admitting only solvent banks to deposit insurance, though the 
practice in this connection may have been a liberal one since the 

U.S. Congress, House of Representatives, “Banking Act of 1935,” Hearings on 
H.R. 5357 before the Commitiee on Banking and Currency (74th Cong., 1st sess.), 
pp. 163-64. 

2 As originally conceived, the plan involved substantial private investments 
in bank preferred stock, bnt these have been relatively minor. 

%3 Under the original law these were to be unlimited, depending solely on the 
level of the reserves. 
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methods of valuation used are not matters of public record. This 
period apparently marked the first serious entry by the Federal 
Reserve banks and the Federal Reserve Board into the field of 
bank examination and general bank supervision. Periodic exami- 
nation and continuous supervision of insured nonmember banks 
by a federal agency, the Federal Deposit Insurance Corporation, 
was likewise inaugurated. Programs for cleaning up the unsound 
banks were adopted. So-called “hospital divisions” were organ- 
ized in the supervisory agencies, and planned closings and mer- 
gers were instituted. 

Some of these manifestations of the conservative point of view 
after the banking holiday may have limited unduly the resump- 
tion of recovery. Others may have contributed to confidence and 
consequently to recovery. They are recounted here with no intent 
of either criticism or approbation. 


THE PERIOD SINCE 1934 


In 1934 complaints were hc d that banks were failing to ex- 
tend the necessary credit for business expansion and that exami- 
nation policy was in part responsible for this situation. If my im- 
pression is correct, although there was no substantial public opin- 
ion in 1930-32 that bank examination was exercising a deflation- 
ary influence, such influence was really more significant at that 
time than in the 1934 period of public clamor. The 1934 discus- 
sion resulted in a survey of the availability of bank credit con- 
ducted by the Treasury and in a conference of federal examining 
officials in Washington. The belief that examiners were prevent- 
ing banks from making desirable credit extensions again resulted 
in conferences among examining agencies in the spring of 1938 
and an agreement in June of that year. It will be noted that the 
agitation, research, and conferences of 1934 and the conferences 
and agreements of 1938 coincided with periods of economic re- 
lapse. It is characteristic of public opinion in the post-1933 pe- 
riod that criticism of examination policy, whether anything is 
known of the real facts of examination policy or not, coincides 
very closely with business recession. 
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GOVERNMENT LOANS TO BUSINESS 

Associated with criticism of the deflationary aspects of bank 
supervision and with movements to liberalize bank examination 
procedure have been provisions for government loans to busi- 
ness. Since the summer of 1934,"4 the Federal Reserve banks and 
the Reconstruction Finance Corporation have been empowered 
to make loans directly to business enterprises. As neither the 
bank supervisors nor these lending agencies have ever been able 
to be very precise in stating their standards, it is difficult to say 
whether the Reserve banks and the Reconstruction Finance Cor- 
poration have stood ready to make loans of a quality or type 
which the supervisors would not permit the commercial banks 
to make. But in so far as this problem has been thought about 
at all, there apparently has been a general presumption that these 
direct loans to business could be of a different type or of a lower 
quality than the supervisors would permit the commercial banks 
to make. The validity of any disparity between minimum stand- 
ards for direct government loans and minimum supervisory stand- 
ards for bank loans is subject to question. 

With deposit insurance operating in the manner which has 
characterized it during the last six years and which will probably 
characterize it in the future,’’ the chief function of government 
supervision and examination of banks seems to be to prevent 
undue risk from falling upon the government and its agencies.” 
But if this is true, why should supervisors prevent banks from 
making loans of a high degree of risk merely because a residuum 
of that risk would fall upon the government, while other federal 


14 June 19, 1934, Pub. No. 417 (73d Cong.). 


8 The relevant fact is that depositors in insured banks under the F.D.I.C. 
loan-and-merger policy now have, in effect, almost roo per cent insurance upon de- 
posits. For arguments and data on this point see Homer Jones, “Insurance of Bank 
Deposits in the U.S.A.,” Economic Journal, XLVII (December, 1938), 700; Annual 
Report of the Federal Deposit Insurance Corporation for the Year Ending December 31, 
1938, pp. 11, 12. 

*6 For a brief argument that if depositors now look to deposit insurance for their 
protection, the chief justification for bank supervision is to protect the deposit- 
insurance structure see Homer Jones, “Some Problems of Bank Supervision,” 
Journal of the American Statistical Association, XXXIII (June, 1938), 334- 
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agencies stand ready to make directly loans involving such a 
high degree of risk? 

Since in the case of loans by banks only a residuum of risk 
falls upon the government, while in the case of the direct loans 
all the risk falls upon the government, there is a case for setting 
the supervisory standards for banks somewhat lower than the 
standards for direct loans. On the other hand, it may be argued 
that despite 100 per cent guaranty of deposits, bank failures are 
economically so disadvantageous—as illustrated, for example, by 
their contagious character—as to justify higher government 
standards for bank loans than for direct government loans. In the 
absence of any conclusive evidence concerning the relative im- 
portance of these two arguments, there is a presumption that the 
minimum government standards for bank loans and the minimum 
standards for direct government loans should be identical. 


THE 1938 AGREEMENT 

The most publicized rules and procedures of bank supervision 
have been those agreed upon by the federal agencies and by the 
Executive Committee of the National Association of Supervisors 
of State Banks in the summer of 1938. These agreements dealt 
with control of quality of bank loans and investments and with 
the valuation of bank loans and investments. As we have noted, 
these agreements were possibly inspired by the business recession 
of 1937-38. Evidently its sponsors thought either that the reces- 
sion had resulted in part from the nature of existing bank super- 
visory rules and procedures or that recovery from the recession 
could be promoted by revision of those rules and procedures. 

Probably the most notable aspect of the agreement was the 
abandonment of the word “slow” as a designation of a category 
of loans set up by the examiners. For more than two decades 
examiners had placed certain loans in a class so designated. The 
public was never apprised concerning the significance and pur- 
pose of the category. It is doubtful if there was ever substantial 
agreement among examining officials themselves. However, at 
times some officials have undoubtedly tended to classify as 
“slow” all loans which they did not consider “proper” bank 
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loans, irrespective of their chance of ultimate repayment. There 
has been a tendency to place in this category any loans considered 
not to conform to the self-liquidating loan theory of commercial 
banking. 

The 1938 agreement provided that the category formerly desig- 
nated as “‘slow’’ should henceforth have merely a numerical desig- 
nation and should include only loans involving “a substantial and 
unreasonable degree of risk to the bank.” No loan should be “‘so 
classified if ultimate payment seems reasonably assured.” Thus, 
for better or for worse, the supervisory agencies formally re- 
nounced banking-school doctrine. Since we do not know to what 
extent examiners were classifying sound loans as slow before the 
agreement, we cannot judge to what extent implementation of 
the agreement may have had a stimulating effect upon business. 
Examiners in the past may have tended to apply the self-liquidat- 
ing loan doctrine in periods of depression while neglecting to apply 
it in times of prosperity. To the extent that this was true, adher- 
ence to this aspect of the 1938 agreement should lessen the ad- 
verse cyclical effects of bank supervision. 

The other most significant aspect of the agreement was the 
provision that marketable bonds judged to be subject to no more 
than reasonable risk of default should always be valued at cost. 
This was the logical public announcement resulting from the evo- 
lution of policy in 1931-32 which we have noted earlier. This 
public announcement in 1938 could not have had any substantial 
effect on recovery from the recession, but it does seem to repre- 
sent a desirable statement of permanent policy designed to cope 
with any recurrence of the 1931-32 situation. We may conclude, 
therefore, that in the main the short-run effects of the 1938 agree- 
ment could be only minor but that from a longer range stand- 
point it is of substantial value. 

The new policy still leaves much to be desired. One of the 
most conspicuous defects is in the valuation of low-grade securi- 
ties. Under the agreement, bonds of a grade eligible for bank 
purchase are to be valued at cost and nondefaulted, ineligible 
bonds at average market price for the last eighteen months. De- 
faulted bonds are to be valued at market price as of date of ex- 
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amination. It is difficult to see why considerations which make 
market price an inappropriate basis for appraisal for high-grade 
bonds do not apply equally to low-grade bonds. There is no rea- 
son to suppose that the markets for low-grade bonds more ac- 
curately reflect their worth than do the markets for high grades. 
Appraisal of low-grade bonds would be no more difficult than 
appraisal of low-grade loans—a traditional practice of the bank 
supervisory authorities. Since the supervisors do employ the clas- 
sifications of rating agencies, they should not hesitate to deter- 
mine upon a valuation reserve to be required for each class of 
low-grade bonds.*? 


POTENTIALITIES OF SUPERVISION 


In the light of recent experience with supervision we may 
hazard a few remarks about its potentialities. How should super- 
vision during prosperity differ from that of the past, and what 
procedures should be followed during depression? Even if it can- 
not be agreed that valuation of assets, supervisory pressure for 
increased liquidity, and capital increases during the 1930-33 crisis 


were a mistake, surely the inauguration of deposit insurance 
changes the situation substantially. With this device in opera- 
tion, the justice-to-depositors argument loses its force, and super- 
visors should feel free to refrain from closing banks or bringing 


7 Securities judged not to involve an undue degree of risk (irrespective of 
whether the judgments of risk were based upon the decisions of the rating agencies 
or upon other bases) would be valued at cost less premium amortization or book 
value, whichever was lower. Securities judged to involve an undue degree of risk of 
loss would be valued at cost less premium amortization or book value or market 
value, whichever was lowest; except that if market were lower than a given percent- 
age of par, a security would be valued at book or cost or that given percentage of 
par, whichever was lowest. The greater the degree of risk judged to inhere in a 
class of bonds, the lower would be the given percentage of par adopted. For example, 
it has been suggested that the best grade of unduly risky bonds should be valued 
at book or cost less premium amortization or go per cent of par, whichever was 
lowest. The same formula would apply to the second grade of unduly risky bonds, 
substituting 80 per cent for go per cent, to the third grade, substituting 70 per cent, 
etc., 50 per cent being substituted in the case of defaulted bonds. The percentages 
of par here suggested are quite arbitrary. Percentages ultimately decided upon 
should be a consensus among bank examiners, the rating agencies, and other experts 
in corporation finance. Such percentages would certainly be no more arbitrary 
than the practice of valuing all Class III loans at so per cent of face value. 
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pressure to bear upon them for reform at times when such action 
would have an undesirable effect upon the general business situa- 
tion. If it is thought that supervision can desirably do anything 
about increasing or maintaining the capital of banks, the time 
to do this is during prosperity, not during depression or the initial 
phases of recovery. Generally speaking, the practice of the past 
has been quite the opposite. 

Apparently, supervisory control of bank assets has had little 
influence in time of prosperity but has been a depressing factor 
during periods of unemployment. Neither banking nor general 
business conditions can be helped by supervisory recommenda- 
tions to liquidate any assets whatever during depression. The 
bankers of their own volition do more than enough liquidating 
during depression. Neither does it seem necessary or desirable 
that the supervisors should at such times exercise any influence 
over the assets purchased or loans made by the banks. If the 
bankers err at all at such times it is on the side of undue conserva- 
tism, and this does not need to be supplemented by the inhibiting 
influence of the examiners. 

Some may argue that positive steps should be taken to restrain 
banks from liquidating loans and securities during depression and 
to require them to make loans and purchase securities. I am very 
skeptical that such a program has any great possibilities. If 
banking is to be a private business, bankers cannot be forced to 
extend credit to other businessmen or prohibited from recalling 
such credit. The monetary authorities may properly make con- 
ditions attractive to induce banks to extend credit or stop con- 
tractions, but this has nothing to do with supervision. 

On the other hand, it may be argued that the supervisors and 
examiners should restrain the banks in the making of loans and 
the purchase of securities in times of prosperity. Three aspects 
of such restraint may be distinguished: (1) prohibition or restric- 
tion of bank loans and investments involving a high degree of 
risk, (2) limitation of the total volume of the loans and discounts 
of the banks, and (3) control of the business purposes for which 
bank funds are used. If bank supervision were used as a device 
for enforcing the banking-school theory, all three aspects of re- 
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straint would be involved. Bank funds could be used only for 
short-term, self-liquidating business purposes. Under such a pol- 
icy, according to the simplified version of the theory here em- 
ployed, banks would take no undue risks, and the amount of 
bank money would be the volume which was needed. It is indeed 
strange that the devotees of the banking school have not more 
often and more strongly advocated firm supervision as a means 
of causing the banking system to operate in accordance with 
their theories. 

Apparently, however, a consensus exists that direct control of 
bank assets is not a very satisfactory means of controlling the 
volume of bank deposits. Other means of quantitative control 
are more effective, while no one has ever been able to project a 
plan for determination of quantity through direct asset control. 
In any case, such control would surely involve such strict super- 
vision as to make banking a government function. 

There is some sentiment for the employment of bank super- 
vision to control the business purposes for which bank funds are 
used. Advocates of such schemes wish restrictions placed upon 
the flow of bank funds into overexpanding lines of business or 
upon their flow into the stock market, etc. We cannot here dis- 
cuss the possibility, desirability, or necessity of government con- 
trol of the flow of investment. Control of the direction of bank 
investment, however, would be ineffective except as a part of 
general investment flow control. Control of bank loans and in- 
vestments would have to be accompanied by control of invest- 
ment of the undistributed profits of corporations, of depreciation 
funds, of new money stock issues, and of other financial institu- 
tions. Even control of the uses of bank funds for stock market 
purposes is surely completely successful only if accompanied by 
control of the funds flowing into the stock market from other 
sources. Control of the direction of flow of bank funds can be 
significant only as an incidental aspect of government allocation 
of capital. Unless one advocates general government direction 
of investment, he cannot enthusiastically support control of the 
direction of investment of bank funds through direct supervisory 
action. 
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The factors discussed seem to indicate that bank supervision 
can desirably play but a minor role in the field of social control 
of business. Bank examination and supervision are necessitated 
by the nature of the banking structure of the country, but they 
do not appear to be either useful or necessary for monetary or 
investment control unless incidental to some broader radical pro- 
gram of a type not currently the accepted program of the coun- 
try. The lending powers acquired by the Federal Reserve Sys- 
tem since the 1930-33 period should enable that organization to 
operate in any future crisis along lines here indicated. The bank 
supervisory agencies in the future should desist from certain 
practices in times of depression, endeavoring rather to require 
banks to confine their loans and investments in times of pros- 
perity to those involving no more than a reasonable degree of 
risk and to increase bank capital sufficiently during such periods 
to withstand any probable losses. 
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HE first tariff enacted by the Congress of the United 

States, in 1789, established rates of duty upon the im- 

portation of only a few commodities. The schedule of 
duties, printed upon a sheet of paper one foot square, was posted 
in each customhouse. Almost one hundred printed pages were 
necessary, in contrast, to record paragraphs 1 to 1559 comprising 
the fifteen dutiable schedules of the Tariff Act of 1930. Grad- 
ually the structure of our tariff has become increasingly complex 
through more and more detailed itemization of tariff paragraphs. 
The formation of new paragraph subdivisions or classifications is 
known technically as “reclassification.” Until recently the in- 
crease in the number of separate dutiable items was largely the 
result of growing specialization in industry and of tariff laws 
formulated for the protection of the producers of certain com- 
modities. Additional paragraph subdivisions have been made dur- 
ing the negotiation of the reciprocal trade agreements. Reclassi- 
fication has been used in the agreements so that duties on prod- 
ucts of particular interest to negotiating countries might be re- 
duced without bringing about a general tariff reduction as a re- 
sult of the extension of concessions under most-favored-nation 
obligations. 

In the amendment passed in 1934 to the Tariff Act of 1930, 
the Congress of the United States adopted a reciprocal trade 
policy. To the present time (February, 1940) twenty-two bilat- 
eral trade agreements have been negotiated by executive author- 
ity. Each agreement except the Cuban one extends unconditional 
most-favored-nation treatment.’ Since most nations of the world 

* Under unconditional most-favored-nation treatment nation A grants immedi- 


ately to nation B any commercial favor which it has granted to any third nation, X. 
Under conditional treatment nation A grants to nation B a commercial favor which 
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(including the United States) have been bound together com- 
mercially by a series of unconditional most-favored-nation trea- 
ties, the continuation of this policy on the part of the United 
States is extremely significant. Under these treaties and agree- 
ments concessions made to any one nation are immediately gen- 
eralized to many nations.? In view of the mounting trade restric- 
tions and discriminations encountered by many countries during 
the post-World War period, the maintenance of at least some 
degree of freedom in international trade is linked with the policy 
of unconditional most-favored-nation treatment. 

A difficult problem, however, is ei.countered in a program 
which combines a policy of unconditional most-favored-nation 
treatment with a bilateral tariff bargaining procedure. If, for ex- 
ample, we should grant in agreements with a few important na- 
tions duty concessions upon our leading imports from them and 
generalize these concessions to other nations, our bargaining power 
for future agreements would be greatly reduced. To avoid such 
a situation the chief-supplier principle is used as the guiding rule 
for granting reductions (or bindings) of duties stipulated in the 
Tariff Act of 1930. 

The concessions granted by us during bilateral bargaining are 
usually confined to commodities in the importation of which the 
other negotiating country occupies a relatively important posi- 
tion. The country which is the chief source of supply for certain 
imports dutiable under various specific tariff paragraphs or sub- 
divisions is given a reduction in duties under these particular 


it has granted to any third nation X only if B gives A the same (or an equivalent) 
concession given by X to receive the favor. 

2 Each agreement, however, has made certain reservations for the territorial 
application of unconditional most-favored-nation treatment. All the agreements 
have provided that the United States should not be obligated to generalize the 
treatment which she might accord her commerce with Cuba, the Panama Canal 
Zone, the Philippine Islands or any other territory or possessions or the treatment 
which these possessions might accord to the commerce of one another. The other 
country likewise has usually exempted the commercial treatment which it might 
give certain territories from generalization under the most-favored-nation clause. 

3 See Department of State, “Adherence by the United States to the Uncondi- 
tional Most-Favored-Nation Policy in Connection with the Trade Agreements Pro- 
gram” (Washington, [n.d.]). (Mimeographed.) 
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paragraphs or subdivisions. In this way the major benefit of a 
modification in the Tariff Act of 1930 is received by the country 
with which an agreement is negotiated. Existing most-favored- 
nation obligations require that we extend every new concession 
granted to all other countries with which we have a most-favored- 
nation treaty. The extension of duty concessions based upon the 
chief-supplier principle bestows no particular benefit on other 
nations because they do not send large quantities of the conces- 
sion product to the United States. An illustration may clarify 
this statement. 

Prior to agreement negotiations with the United Kingdom, 
certain investigations were made pertaining to tracing cloth.‘ In 
order to determine the chief supplier of this product, total im- 
ports in recent representative years were studied, together with 
the proportion of the total supply furnished by Great Britain 
and other principal sources. It was found that we received be- 
tween 64 and 87 per cent of our total imports of tracing cloth 
from the United Kingdom. Germany was the only other foreign 
source of supply, but she furnished less than one-half as much 
as the United Kingdom. 

The negotiators took additional precaution. They attempted 
to ascertain what was the relationship between domestic produc- 
tion and the importation of the commodity. Available informa- 
tion revealed that there was only one domestic producer, a branch 
of a British firm. Production had never been very successful in 
the United States because of climatic conditions and the prefer- 
ence for British products of long-established brands; conse- 
quently, no large domestic industry existed whose interests might 
be hurt by a duty reduction. In due consideration of these facts, 

‘ Paragraph 907. The rate of duty before the agreement with the United King- 
dom was 30 per cent ad valorem. Tracing cloth is a smooth fabric with a glazed 
back and dull-finish face used by draftsmen in duplicating drawings. A special 
kind of tracing paper, although not so durable as tracing cloth, can be used asa 
cheaper substitute. For a detailed table of United States imports of tracing cloth in 
selected years, 1929-37, by principal sources see United States Tariff Commission, 
“Trade Agreement between the United States and the United Kingdom: Digest 
of Trade Data with Respect to Products on Which Concessions Were Granted by 
the United States” (Washington, 1939), Vol. VII, schedule 9, p. 35. (Mimeo- 
graphed.) 
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the existing duty upon tracing cloth was reduced 33 per cent in 
the agreement with the United Kingdom, and the reduction im- 
mediately and unconditionally extended to every nation with 
which the United States had a most-favored-nation treaty.’ 

It is important to notice, in passing, that the use of the chief- 
supplier rule involves certain special difficulties. A problem 
arises, for instance, when, during the process of negotiations with 
small countries, it is impossible to isolate any commodities in 
which the other country is our chief supplier.® 

A further difficulty appears when two or more countries supply 
almost exactly the same quantity of a given commodity or when 
two countries are the chief suppliers of the commodity in alter- 
nate years. If a substantial reduction in duty is granted in the 
trade agreement with one country, bargaining power with the 
other country is lost. To avoid such embarrassment, simultane- 
ous negotiation and signing of two agreements are occasionally 
attempted. More often a split concession is granted—that is, a 
small reduction in duty is made in the agreement with the first 
country and an additional reduction in the agreement with the 
second country. By this procedure bargaining power with the 
second country is preserved.’ 

An additional drawback to granting concessions on the basis 
of the chief-supplier principle is that concessions in any one agree- 
ment are limited to commodities furnished predominantly by that 

5’ Germany, the only other significant supplier, did not receive most-favored- 
nation treatment. Since she has brought her former commercial treaties to an end, 
she has no most-favored-nation treaty with the United States, and since she al- 
legedly discriminates against American commerce, she does not enjoy agreement 
rates. 

6 The negotiation of the agreement with Finland is a case in point. 

7 The device was used, e.g., in negotiations with the Netherlands and the United 
Kingdom. The United Kingdom was the chief supplier of our imports of rutabaga 
seed (par. 764) in 1931, 1933, and 1935; the Netherlands, the chief supplier in 1934, 
1936, and 1937. Imports in 1937 were valued at $5,300, 50 per cent being furnished 
by the Netherlands and 42 per cent by the United Kingdom. Neither country was 
definitely the chief supplier. The rate of duty on rutabaga seed in the Tariff Act of 
1930, 5¢ per pound, was reduced to 4¢ in the agreement with the Netherlands in 
1936 and to 3¢ in the agreement with the United Kingdom in 1939. In the reciprocal 


trade agreements concluded to date split concessions have been made in the following 
paragraphs of the Tariff Act of 1930: 218f (table and kitchen articles), 2340 (un- 
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one country whether such commodities are significant in the 
total trade of the two countries or not. This sometimes has led 
to the inclusion in an agreement of concessions insignificant in 
relation to the total volume of trade and the omission of conces- 
sions on some important commodities. 

Another shortcoming of this principle is that it fails to provide 
for the appearance of new products resulting from basic changes 
in industry. Because of the determination of chief-supplier status 
from a study of past commercial statistics, there is a tendency to 
confine the movement of commodities to past trade channels. 
Concessions cannot be granted upon commodities in which a 
nation is confident it will become the chief supplier during suc- 
ceeding years. A final difficulty with employment of the chief- 
supplier principle is that its use may defeat unconditional most- 
favored-nation treatment. This difficulty is the most serious of 
these mentioned. It involves the principle of reclassification. The 
use of this principle combined with the chief-supplier principle 
may deny most-favored-nation treatment, although the pretense 
of following that policy is maintained. This possibility will be- 
come clear in a subsequent treatment of the problem. The re- 
mainder of this paper is concerned with a description of the 
various types of reclassification and with a few comments upon 
their significance. 

Through reclassification new subdivisions are made in a tariff 
paragraph. A concession is then granted upon that subdivision 
in which the negotiating country is the chief supplier of our im- 
ports. There are several ways by which reclassifications can be 
made. One way is reciassification upon the basis of value; an- 
other, upon the basis of quality; and a third, by specific selection 
of one product from a general group of products. 

Reclassification is possible, for example, in a tariff paragraph 
in which the negotiating country is the principal supplier in one 


manufactured granite), 321 (antifriction balls and rollers), 373 (forks, hoes, and 
rakes), 710 (Emmenthaler and Gruyére process cheese), 716 (honey), 763 (red 
clover seed), 764 (turnip, rutabaga seed), 907 (waterproof cloth), 1001 (flax), ro09b, 
1010 (woven fabrics), 1207 (garters, suspenders, and braces), 1409 (wrapping 
paper, n.s.p.), 1413 (pulpboard in rolls), 1529a (nets and nettings of silk). 
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price range of a given product. A restatement of the tariff para- 
graph under which the product is dutiable can frequently be 
made so that the product will be dutiable at different rates, de- 
pending upon its value. The value bracket, then, within which 
the country is a chief supplier can be made the basis for granting 
a duty reduction. In the agreement with the United Kingdom, 
for example, a reclassification was made for filtering paper.* The 
lower grades of this paper, used in chemical, beverage, and water 
plants, are largely supplied by domestic production. A report of 
the Blotting Paper Manufacturer’s Association showed that dur- 
ing 1934 and 1935 the total production of member associations 
was valued at forty cents or less per pound. A few foreign sup- 
pliers are interested in the lower-price group, particularly France, 
with Japan, Spain, and Germany supplying lesser amounts. 

The higher grades of filtering paper, which are used in research 
laboratories, are handmade, with the United Kingdom the chief 
supplier. The reclassification separated such paper from that of 
lower grade, applying the duty reduction to the former. This re- 
classification and the accompanying concession of 50 per cent 
reduction in duty on quality paper accomplished a threefold ob- 
jective: it lowered the cost of the product to the research labora- 
tory, it left intact the protection enjoyed by the domestic manu- 
facturer in his lower-grade product, and it provided a bargaining 
point for concessions to us on other things.° 

Reclassification can be employed to identify and bring within 
the realm of negotiations certain “special quality” commodities 
such as cotton yarn of very high counts which are produced in 
limited quantities or not at all in the United States.*® The greater 


§ Paragraph 1409 of the Tariff Act of 1930 provided for a 5 per cent per pound 
and 15 per cent ad valorem duty on filtering paper, which is an absorbent paper 
made of rag stock (see “Trade Agreement between the United States and the 
United Kingdom,” op. cit., Vol. V, schedule 14, p. 43). 

9» The duty on filtering paper valued at 75¢ or more per pound was reduced to 
24¢ per pound and 7} per cent ad valorem in the trade agreement with the United 
Kingdom. 

‘© Paragraph gora of the Tariff Act of 1930 provided for a 5 per cent ad valorem 
duty and, in addition thereto, for each number, three-tenths of 1 per cent upon 
cotton yarn, including warps, in any form, not bleached, dyed, colored, combed, 
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value of imports of cotton yarn is concentrated in the very high 
counts and constitutes less than 1 per cent of domestically pro- 
duced yarns for sale. About 50 per cent of domestic consumption 
of fine yarns in counts above 100 is imported; above 140, imports 
meet practically no competition from domestic spinning. The 
United Kingdom, in the past, supplied about go per cent of all 
foreign-spun cotton yarns, although in certain low-count classes 
imports from Germany have been appreciable. Domestic pro- 
duction is concentrated in the lower counts, with approximately 
80 per cent of the domestic product consumed in the mills where 
itis spun. By reclassification, the finer yarns were separated from 
the coarser. A concession on finer yarns in the agreement with 
the United Kingdom lowered the cost of high-count yarns to 
American textile factories and benefited producers of yarn in the 
United Kingdom without benefiting those nations which supplied 
the coarser yarns and without introducing serious competition 
for domestic industry.™ 

Reclassification can be used in still another way, namely, to 
draw one specific item out of a basket clause and to reduce the 
duty upon that item. The Tariff Act of 1930 provided for a duty 
upon phonographs, gramophones, graphophones, and parts there- 
of, not specially provided for.** Phonograph records were selected 
from this group for special treatment in the agreement with the 
United Kingdom. Investigation revealed that domestic produc- 
tion supplied most of the domestic market, the market for popu- 
lar records being protected by proximity to consumers, exclusive 
recording agreements, and copyright laws. Imports were only 
about 2 per cent of domestic production; in fact, domestic exports 
were much greater than imports. Imports were mainly recordings 
of foreign artists not available to domestic producers and were 


or plied, of numbers not exceeding 90; 32 per cent ad valorem, of numbers exceeding 
go (see ibid., Vol. VII, schedule 9, pp. 1-12). A table showing United States imports 
of cotton yarn from principal sources in 1937 is shown in ibid., p. 8. 

™ Numbers between 60 and 80 were to pay a duty of 23 per cent ad valorem plus 
one-tenth of 1 per cent for each number above 60; numbers exceeding 80 were to 
pay 25 per cent ad valorem. 

" Paragraph 1542, 30 per cent ad valorem (see ibid., Vol. VIII, schedule 15, 
PP. 202-5). 
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furnished by the United Kingdom, Germany, and Japan, the 
United Kingdom supplying about 40 per cent. Since the United 
Kingdom was clearly the chief supplier and since the domestic 
industry was on an export basis and did not need to fear foreign 
competition, the duty on phonograph, gramophone, or grapho- 
phone records, not specially provided for, was reduced in the 
agreement with the United Kingdom, to 15 per cent ad valorem. 

There are difficulties, however, with the use of reclassification. 
Reclassification upon the basis of value is ineffective if there is a 
substantial change in values. New value groupings may appear 
outside of the reclassified subdivisions. Reclassification upon the 
basis of quality is also restricted. It is difficult to find qualitative 
differences which are unique enough to be used as the basis for 
subdivision of a tariff paragraph."* In many cases, in fact, it is 
impossible to establish significant and justifiable qualitative differ- 
ences between products coming from one country and those com- 
ing from other countries. And, finally, reclassification by selection 
of one product from a group of products encounters the problem 
of determining what countries are the chief suppliers of each com- 
modity in the group. Usually trade statistics have been recorded 
for the group and not for the separate commodities. In such cases 
sample counts of invoices for a basket clause are made at the 
main points of entry, usually New York. Information is thus 
obtained with regard to the items imported and countries of origin. 

Reclassification of tariff paragraphs appeared in most of the 
trade agreements concluded. The accompanying table (Table 1) 
indicates the number of tariff paragraphs in the Tariff Act of 1930 
affected by concessions granted in agreements with twenty coun- 
tries and the number of these paragraphs in which reclassifications 
were made."* It is noteworthy that approximately one-third of the 


3 See the discussion of mica below. 

™4 Modifications in the first agreement with Canada and in the agreement with 
Cuba are not included. The first agreement with Canada has been superseded by the 
second agreement with that country (January 1, 1939). Rates reduced or bound in 
the agreement with Cuba are not subject to generalization through extension of 
most-favored-nation treatment; the treatment accorded Cuba is preferential. The 
rates of duty in the agreement with Czechoslovakia were terminated by presidential 
proclamation on April 22, 1939. 
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paragraphs modified by concessions were subject to reclassifica- 
tion. When reclassified paragraphs are grouped according to tar- 


TABLE 1* 


TARIFF PARAGRAPHS MODIFIED BY RECIPROCAL TRADE AGREEMENTS 








Num- 


RECLASSIFIED TARIFF PARAGRAPHS 





Distribution by Countriest 





Chemicals. . . 
Earthenware. 


Metals... ... 


Agricultural 
products. . 


Beverages. . . 


Cottons 


Sundries... . 


Belgium, 1; Canada, 2; Netherlands, 3; Switzerland, 
6; United Kingdom, 10; Venezuela, 1 

Canada, 3; France, 3; Czechoslovakia, 3; Sweden, 3; 
Switzerland, 7; United Kingdom, 8 

Belgium, 3; Canada, 3; Czechoslovakia, 2; Finland, 1; 
Sweden, 9; Switzerland, 7; United Kingdom, 17 

Canada, 3; Finland, 2; Sweden, 1; United Kingdom, 1 

United Kingdom, 2 

Netherlands, 1; Turkey, 1 


Belgium, 3; Canada, 13; Costa Rica, 1; Czecho- 
slovakia, 2; Ecuador, 1; Finland, 1; France, 1; 
Guatemala, 1; Haiti, 1; Honduras, 1; Netherlands, 
4; Salvador, 1; Switzerland, 1; Turkey, 3; United 
Kingdom, 9; Venezuela, 1 

Ecuador, 1; France, 1; Haiti, 1; Netherlands, 1; 
United Kingdom, 1 

Belgium, 1; France, 1; Czechoslovakia, 2; Switzer- 
land, 2; United Kingdom, 6 

Belgium, 1; Czechoslovakia, 3; United Kingdom, 5 

France, 2; United Kingdom, 6 

France, 1; Switzerland, 2; United Kingdom, 1 

Czechoslovakia, 1; Switzerland, 2 

Belgium, 2; Canada, 2; Finland, 3; Netherlands, 2; 
Sweden, 2; Switzerland, 1; United Kingdom, 6 

Belgium, 2; Canada, 4; Czechoslovakia, 7; Ecuador, 
1; France, 5; Netherlands, 1; Switzerland, 4; 
Turkey, 1; United Kingdom, 19 














Belgium, 13; Canada, 30; Costa Rica, 1; Czecho- 
slovakia, 20; Ecuador, 3; Finland, 7; France, 14; 
Guatemala, 1; Haiti, 2; Honduras, 1; Netherlands, 
12; Salvador, 1; Sweden, 15; Switzerland, 32; 
Turkey, 5; United Kingdom, 91; Venezuela, 2 





* Computed from official text of the executive agreement with each agreement country. 
t Duplication as to country has not been eliminated. 


iff schedules, it is apparent that more reclassifications were made 
in schedule 3, metals and their manufactures, than in any other 
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schedule, with the second largest number in schedule 7, agricul- 
tural products and provisions.’’ Ninety-one reclassifications were 
made in the agreement with the United Kingdom; in no other 
agreement was there a total approaching this number. 

The fact that the number of reclassifications was large does 
not indicate, however, that this device was used indiscriminately. 
In a number of cases where reclassifications might have been made 
they were not. If the country in question could not be made the 
chief supplier through a reasonable reclassification, no concession 
was granted. Sometimes, in fact, reclassification was not em- 
ployed where its use could apparently have been easily justified. 
The possibility, for example, of granting a concession in the agree- 
ment with France on light-weight worsteds was at one time con- 
sidered. France was the chief supplier of light-weight worsteds 
(paragraph 1108), but she was closely followed by the United 
Kingdom. Because there were twelve value brackets under this 
paragraph, careful segregation of French imports might have been 
made and a duty reduction upon that basis granted in the agree- 
ment with her. No duty reduction in this paragraph was granted 
in the French agreement. Upon conclusion of the agreement with 
the United Kingdom, in which a concession on light-weight wor- 
steds was granted, France received a concession on this item 
through extension of most-favored-nation treatment.”® 

Careful reclassification provides a means for granting, upon the 
basis of the chief-supplier principle, valuable concessions extend- 
ing most-favored-nation treatment while, at the same time, con- 
serving bargaining power for future agreements. The procedure 

*sIn several paragraphs more than one reclassification appeared, so that the 
total number of reclassifications is substantially larger than the total in the table. 


6 Mica (par. 208) is another product upon which a concession might have been 
granted in the agreement with France and was not. A reclassification of mica films 
and splittings (not cut or stamped to dimensions—not above twelve ten-thousandths 
of an inch in thickness [par. 208c]) into muscovite and phlogopite mica might have 
benefited France. Total imports of mica in this statistical class ranged from $220,- 
000 to $429,000 in the years 1931-34. Mica imports are of two kinds, muscovite 
(white) and phlogopite (amber). The former comes primarily from British India, 
the latter from Canada, France, and Madagascar. A reclassification in paragraph 
208c for phlogopite mica could have made France and Madagascar the chief source 
of supply. A distinction between muscovite and phlogopite mica was made in one 





RECLASSIFICATION IN THE TRADE AGREEMENTS 209 


makes for flexibility because it permits frequent changes in tariff 
structure. 

This device must, however, be employed with discrimination. 
If frequent reclassifications should be made in the majority of 
tariff paragraphs, the anomalous situation would arise wherein 
the generalization of concessions upon commodities imported 
from a specific country would offer no possible gain to other coun- 
tries. Too minute a subdivision of tariff paragraphs would, in 
fact, deny most-favored-nation treatment; reclassification, if car- 
ried too far, would make a farce of this policy. The result would 
be the same as if concessions were granted on products only if 
these products came from a certain country. 

Upon the basis of the present study, the main conclusion is 
that the United States has used the reclassification device in a 
reasonable manner. Evidently our negotiators took adequate pre- 
caution to avoid its overuse. In numerous cases where reclassifi- 
cation might have been employed it was not. Although we at- 
tempted to grant specific concessions in order to make each agree- 
ment of primary importance to the other negotiating country, 
reclassification was not overworked in order to facilitate attain- 
ment of this goal. 


statistical class under this tariff paragraph (par. 208f) in the Tariff Act of 1930. 
In the second agreement with Canada reclassification of another statistical class 
(par. 208g) gave special treatment for phlogopite mica. Reclassification in tariff 
paragraph 208 is not a particularly justifiable practice since both kinds of mica are 
used for the same purposes. The absence of any reclassification in this paragraph 
would have indicated cautious, discriminating use of reclassification. The fact 
that reclassification was used in some statistical classes in the paragraph and not 
in others, however, is difficult to explain. 











PUBLIC OWNERSHIP VERSUS STATE PURCHAS- 
ING: THE CASE OF PRINTING 
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E controversy over the public ownership of facilities 
| to produce articles and supplies used by governments 
is one phase of the wider controversy over public owner- 
ship of utilities in general. The debated question is: Should the 
state build its own roads and public buildings, grow on state 
farms the vegetables used on the tables of public institutions, 
maintain plants to supply printing needs, and produce many of 
the articles which ordinarily are procured from private concerns? 
Methods and procedures in public printing procurement serve as 
an excellent example, and it is these that will be discussed here. 
Public printing is an important item in the budgets of govern- 
ments. Without printing, governments would encounter many 
difficulties in performing their manifold tasks. The personnel 
agency must have its application sheets and announcements; the 
board of health, its reporting blanks and quarantine notices; the 
department of education, its reports; the highway patrol, its 
“tickets”; and all departments, their accounting forms and sta- 
tionery. The United States government spent eighteen million 
dollars for printing in the fiscal year 1938-39, not including the 
cost of rent on Government Printing Office buildings and land 
owned by the government. New York State spends approxi- 
mately two million dollars each biennium for printing. Pennsyl- 
vania spends only slightly less than New York, and Illinois and 
Texas nearly as much. 

The United States and five states (Kansas, California, Nevada, 
Oregon, and Washington) maintain state-owned and state-oper- 
ated printing plants for the purpose of supplying the needs of the 
respective governments. All other state governments procure 
their printing by some type of contract system. Some of the 
arguments between proponents of public ownership, on the one 
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hand, and private enterprise, on the other, in the case of printing 
plants will be presented and analyzed in succeeding paragraphs. 


ARGUMENTS FOR PUBLIC OWNERSHIP ANALYZED 


Proponents of public ownership argue that profit is eliminated 
by use of a state plant. In this argument what is meant by 
“profit”? Does it mean a reasonable return on the investment? 
Or does its mean excess above a fair return to the private enter- 
prise? Contenders for private supply point out that the state- 
owned plant does not have to pay interest on the investment, 
taxes, water, light, and several other items of expense for private 
plants. As a result the prices charged can be low. It is simple to 
charge low prices if the public plant has a large share of its costs 
paid by the state. However, the people, in the long run, do have 
to pay through taxes the interest on the investment in the plant 
and the cost of the water and light used by it. In total cost to 
the people, assuming a reasonable return on the investment with 
no excessive profits, there is no difference between a state-owned 
plant and a private firm. But if the second definition be accepted 
and private plants be allowed to earn excessive profits, the state- 
owned plant would be better than private plants on this score. 

It cannot be denied that establishment of state plants has 
meant lower real printing costs to the public in some states. Such 
lowered costs merely prove that a state plant in a particular 
state was superior to the contract system which existed in the 
state previous to establishment of the plant. In all five of the 
states which have changed from private to public ownership a 
relatively inefficient system for making printing contracts was 
in existence before the change. As far as can be ascertained, no 
state government, agency, or institution has changed to a public 
plant where a reasonably good system of contracting for state 
printing was in use. 

Those who favor public ownership of printing facilities argue 
that the state can be saved thousands of dollars through the 
practice of holding type standing and that this can be done much 
more efficiently in a public-plant system than under a contracting 
system. The United States Government Printing Office estimates 
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that it saves thousands of dollars each year merely through hold- 
ing type. The Nevada public printer reports that a number of 
jobs are held standing. In many cases, he says, the annual and 
biennial reports are held standing from year to year and “many 
times the composition cost on changes is slight, the state receiving 
the benefit.” Attempts to require private printers to hold type 
have had little success. The time limit and the charge for the 
second use of type held standing defy the specification writers. 

It is argued that substantial administrative expenses of print- 
ing procurement are eliminated by use of the state plant. In a 
state plant specifications need not be made out; advertisements 
for bids are eliminated; the difficulty of selecting the lowest and 
best bidder is avoided. If the state plant is to function properly 
and efficiently, however, the management of the plant must be 
adequately controlled, and this control might easily equal pur- 
chasing administrative costs. 

Establishment of a state-owned plant might eliminate patron- 
age involved in the awarding of contracts to private plants domi- 
nated by politicians. The practice of awarding contracts for polit- 
ical reasons blights many printing contracting systems. In some 
states printing contracts are awarded on the basis of the partisan 
affiliations of owners of the private plants. Certain men are some- 
times retained by private plants merely because they have a 
strong influence with party leaders and can obtain considerable 
printing for the firm which they represent. 

The claim is made that the public plant assures more rapid 
delivery of work and therefore better service. With a public plant 
always accessible, orders can be sent directly to the plant, and 
delivery is immediate. Under the private-plant system contrac- 
tors often attempt to execute the work with insufficient equip- 
ment and labor, a practice which leads to delays. Opponents of 
public ownership, however, claim that state plants are slower to 
deliver the work because they have no incentive to hurry. They 
know that the consuming departments cannot go elsewhere, so 
they take their time in making deliveries. It is common practice 
of state plants to attempt to distribute the work of the govern- 
ment over the year to take care of slack periods. Often the state 
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plant decides that certain work ordered by a department is not 
important and puts it aside, and as a result the department waits 
until the state plant gets ready to deliver the work. In a good 
contracting system with private firms, there are many plants at 
the disposal of the state in which emergency work can be placed; 
where the state plant is used, there is only one plant, and rush 
work must take its turn regardless of how important it may be. 

Establishment of a state-owned plant allows the installation 
of equipment peculiar to the needs of the state. This is an im- 
portant argument made by state-plant proponents. Sometimes a 
state is unable to find private printing plants adequately equipped 
to do certain work. Private plants hesitate to instal needed facili- 
ties because they are not assured of the work. The state-owned 
plant is assured of the work of the government for many years 
to come; it can instal specialized equipment. 

Under the private-plant system contractors constantly en- 
deavor, almost always with some success, to force acceptance of 
inferior work. It is claimed that this constant attempt by private 
contractors is eliminated by the public plant. The necessity for 
inspection of the completed product is not nearly so great where 
the state plant performs the work as where the private plant per- 
forms it. 

In all these arguments in favor of state plants there is some 
validity; but opponents of a state plant have an equally excellent 
list of arguments. 


ARGUMENTS AGAINST STATE PLANTS ANALYZED 


State plants, the private contractors say, are open to the rav- 
ages of the spoils system. The appointment of employees of a 
state enterprise on the basis of political affiliation is one of the 
greatest handicaps under which such an establishment can work. 
Private enterprise is forced to select its workmen on the basis 
of merit. One answer to this charge of the private owners is con- 
tained in the 1926 Report of the California state printer. 

The State Printing Office is operated as a business institution. There 


are no incompetents on the pay roll, neither politics nor favoritism has a 
place in its management, and under the state civil service law and by reason 
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of desirable working conditions competent men and women are engaged 
and they are satisfied to remain..... In the state plant continuity of em- 
ployment will average at least twice as long as in privately owned plants. 
One employee has been with the state plant forty-three years, and there 
are at least twenty-five whose terms of employment date back from fifteen 
to thirty-five years. 


There is considerable continuity of employment in the Nevada 
state plant because it has had the same head for over twenty-five 
years. Some of the employees in the Nevada plant were working 
there when the present head was elected in 1910. In Kansas 77 per 
cent of the employees of the state plant have continuous employ- 
ment records of ten years or longer. Tenure in the United States 
Government Printing Office is usually of long duration; seldom 
are there changes for political reasons. All employees, except the 
public printer, are selected after certification by the Civil Service 
Commission. It is customary, however, to demote supervisory 
heads and foremen at every change of the party in power. 

The Government Printing Office has been criticized in recent 
years on the ground of excessive prices. Dissatisfaction with the 
service offered by the Government Printing Office is growing. 
Sometimes publications are lost in the tangles of plant procedure, 
and a long search is necessary to extricate them. In 1935 a repre- 
sentative of the District of Columbia government cited that he 
sent a job to the Government Printing Office in June and got 
delivery in December.? The Government Printing Office has a 
monopoly on the business of the government and does not have 
to compete with anyone. No work can be done outside the office 
without consent of the public printer. The salary scales and hour 
regulations must meet congressional standards rather than com- 
petitive standards. Competitive incentives are entirely lacking. 

The enormous size of the Government Printing Office may be a 
handicap. The principles of Mr. Justice Brandeis’ indictment of 
bigness in business apply not only to private business but also 

* See 1936 appropriation hearings for District of Columbia and legislative estab- 


lishment and also recent annual reports of the public printer in which considerable 
space is given to answering criticisms. 


* District of Columbia A ppropriation Hearings (74th Cong., 1st sess., 1935), P. 311. 
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to government enterprises of a business nature. The Government 
Printing Office by its own testimony is “the largest . . . . plant 
in the world for the production of printing ”3 In 1938 the 
new office of administrative assistant to the public printer was 
created to “‘relieve the Public Printer of much of the detail” of 
administration, because it was too big for one man to control 
effectively. The monopoly which the Government Printing Office 
enjoys contributes to its elephantine size. The public printer de- 
cides what work can be done outside the plant; seldom does he 
consent to let a job go outside. The more work, the larger the 
plant; the larger the plant, the greater the prestige of the Govern- 
ment Printing Office and the public printer. 

The investment in a state plant, it is argued, must cover the 
peak loads. State printing is not evenly distributed over the 
year, and peak loads appear, particularly when the legislature is 
in session. If the state expects to perform all its work, it must 
have sufficient equipment to handle the peak loads. The Govern- 
ment Printing Office maintains a separate printing press, involv- 
ing an investment of many thousands of dollars, for the printing 
of the Congressional Record. This plant is idle when Congress is 
not in session because the equipment cannot be adapted to other 
work. The investment of the government must cover these facili- 
ties. State plants encounter great difficulties in attempting to 
distribute the work over the year in order to keep the plant fully 
utilized. The average state printing official knows that most of 
his work is concentrated around the legislative sessions, at which 
time he has the bills, journals, resolutions, and other legislative 
printing, usually the budget document and, in some states, the 
reports of departments. State plants sometimes managed to solve 
this problem after a fashion by a proper distribution over the 
year of the printing of the state. Most of the nonlegislative print- 
ing can be either anticipated or put over until after the legisla- 
tive session. 

In the Government Printing Office the congressional work 
forms only about one-sixth of the work of the plant. By having 


3 See folder, Facts and Figures, published by Government Printing Office, re- 
vised July, 1934. 
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special facilities for the Congressional Record and by holding over 
certain work which is not needed immediately, the rest of the 
Government Printing Office is able to arrive at some sort of equal 
distribution. It is this attempt to distribute the work, however, 
which accounts for much of the delay in delivery. One state plant 
superintendent states that “‘we are always able to line up some 
necessary project which can be taken care of when the regular 
work is light.” In this method of tiding over slack periods in 
state-owned plants there is some danger that the effort to attain 
equal distribution of the work will lead to unneeded work being 
done or to postponement of work that is urgent. 

One of the greatest practical arguments against the establish- 
ment of a state-owned plant is the high original cost. A printing 
plant adequate to handle, for instance, all the Missouri state 
printing would cost nearly $200,000. This original cost has de- 
terred several states which have investigated the possibilities of 
a state plant. 

Opponents of public ownership argue that public plants are 
handicapped because legislatures usually attempt to place higher 
standards of employment in effect in state plants than exist in 
private industry. It is a matter of public policy in the national 
government to see that the workmen in the Government Printing 
Office enjoy better working hours than workmen in private in- 
dustry. This practice is a costly one. Public plants also tend to 
keep employees on the pay roll during slack periods. 

It is evident from this list of the advantages and disadvantages 
of state ownership and private enterprise in the procurement of 
state printing that there are strong arguments in favor of both 
systems. Each system also has its weaknesses. Almost every fac- 
tor in favor of the state-owned printing plant can be compensated 
by an equal advantage of the contract system. 


COMBINED SYSTEM NEEDED 
There is a need for some printing system which will combine 
the good elements of both the contract system and the state- 
plant system. There should be some way to take advantage of 
those things which have made both systems work well in differ- 
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ent states and yet, at the same time, to eliminate the defects 
which have developed in each. 

The solution seems to lie in a combination system in which the 
state owns a plant large enough to perform from one-fourth to 
one-half of the public printing and obtains the remainder by con- 
tracts with private plants. The attributes of such a system are 
simple. A printing agency should be established responsible to 
the finance department. This agency would be charged with the 
procurement of all the printing needs of the state. One unit of the 
printing agency would be the printing plant headed by a mana- 
ger. The printing agency would prepare specifications and award 
contracts to the lowest bidders on all work. The state printing 
plant would submit bids in the same manner as that required of 
private printing firms and would be given only work on which it 
was the low bidder. The state plant and private plants would be 
forced into competition with each other. 

The English government uses this system. Approximately 33 
per cent of the public printing is done in state-owned plants, and 
the remainder is secured through competitive bids.‘ This arrange- 
ment developed more by historical accident than by forethought. 
The contracting system broke down during the World War when 
private printing firms were unable to supply the demand. The 
government took over the private plants and operated them. At 
the end of the war the government purchased three of the plants. 
These plants can produce only about one-third of the government 
printing. It is the announced policy of His Majesty’s Stationery 
Office to continue securing about two-thirds of the printing for the 
government through private contracts and to do about one-third 
of it on the state-owned presses, always with the idea in mind 
of forcing competition between the two. 

The advantages of this combined system are many. If, in this 
combined system, the government printing agency is dissatisfied 
with prices offered by bidders on particular jobs, it can send the 


4 This description is based on the “Report of the Committee of Inquiry into 
Government Printing Establishments,” in Reports from Commissioners, Inspectors, 
and Others to Parliament (1927), Vol. IV, and also correspondence with officials of 
His Majesty’s Stationery Office. 
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work to the government plants. This alternative gives the print- 
ing agency a “yardstick” with which to measure the efficiency 
of private contractors and a “big stick” to hold over their heads. 
This would overcome the difficulties which some printing agencies 
have in securing competition on government work; likewise, it 
would give the printing agency a basis of comparison between 
costs as they are ascertained in the government plant and as they 
are indicated by the bids of vendors. Because of agreements 
among business establishments, private bidding may not be gen- 
uinely competitive, and it is necessary that every purchasing unit 
try to form as close an estimate as possible of what the price 
ought to be under efficient production. With a state plant at its 
disposal, the printing procurement agency would be able to make 
such estimates with an approximation to accuracy. 

The problem of peak loads and slack periods faced by ordinary 
state plants can be solved by the combined system. As noted 
above, one of the great arguments against public ownership is 
that the printing needs of the state are often concentrated at 
particular times so that a state plant cannot be maintained 
efficiently. In the combined system, the state plant would do 
all the state work at times when there was little work and only 
a small portion of the total at the peak periods. The remainder 
could be sent out on contracts. When the legislature is in session, 
much of the printing that must be performed at that time could 
be sent to the private contractors. The latter do not experience 
peak periods at this time and thus would welcome this additional 
work. In the slack periods when there is little work most of the 
state printing could be sent to the state plant. This would enable 
the state plant to use its equipment at near capacity all the time 
and would result in a high degree of efficiency. There would be 
no peak loads and slack periods in which the government em- 
ployees would have to be laid off and rehired or continued on the 
pay roll even though not effectively employed. 

In this combined system the printing agency would constantly 
have firsthand knowledge of all technical phases of printing and 
of mechanical advancements in the trade. These changes have 
been so rapid in recent years that the printing agency which is 
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isolated from printing mechanics is likely to find itself out of 
date. 

This combined system would allow the state to take advantage 
of the ability of a state-owned plant to hold type standing. The 
jobs on which the state might gain the most through use of stand- 
ing type would be sent to the state plant. This practice would 
overcome one of the shortcomings of the contract system. Jobs 
that were difficult to place in private industry and upon which 
there was little competition could be placed in the state plant. 
Only competitive jobs, and there are plenty of them, need go 
outside. 

If it should ever happen that an emergency confronted the gov- 
ernment, such as happened in England following the outbreak of 
the World War, the state plant might form a nucleus enabling the 
state to perform substantially all its own printing work. 

There is always certain confidential work which the govern- 
ment must do, and this could be handled more effectively in 
the state plant. 

If the state plant must compete with private contractors, as is 
true in the combined system, the legislature could not well afford 
to place prohibitive restrictions on the hours and wages of the 
governmental establishments but would be forced to leave this 
to administrative determination if the state plant was not to be 
forced out of the picture. This would overcome one of the prin- 
cipal objections to the state-plant system. 

If it should happen that the spoils system prevailed in the 
state plant, only a part of the printing would be involved. The 
plant could not afford inefficient personnel, however, because it 
would gradually lose the government printing. It would be forced 
to the merit system. 

By starting with a small plant, the combined system would 
escape high first cost. 

Governmental establishments are likely to lapse into loose 
methods when there is no basis for comparison and when they 
monopolize the work of the state. Charges of this nature have 
been leveled at state agencies on numerous occasions. The state 
plant which has only part of the work and which receives most 
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of this only after bidding against private contractors is not likely 
to fall a prey to inefficient practices. Under this system the pub- 
lic plant dares not let its efficiency decrease as some state plants 
have done because it would soon find its work decreasing accord- 
ingly. Such a decrease in production could only mean the dis- 
missal of part of the employees. The resulting incentive to do 
good work cannot be ignored. On the other hand, high-bidding 
tendencies of private contractors and their attempts to deliver 
inferior printing would be reduced to a minimum. 

The logical and practical arguments for a combination of the 
public plant and contract systems can hardly be refuted. This 
method of operation takes advantage of all the good points of 
both the contract and the public-plant systems and minimizes 
the weaknesses of the two through working out a competitive 
system which places efficient production at a premium in both 
public and private plants. 

Although this discussion has been entirely in terms of public 
printing, the principles discussed undoubtedly have a much wider 
application. 
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to-time fluctuations in industrial unrest in the United States, 

and efforts have been made to relate such changes to a 
variety of economic conditions that are regarded as proximate or in- 
direct causes. It has been argued, for instance, that usual evidences 
of industrial unrest, particularly strikes, reflect fairly accurately the 
growth of population and the increased numbers of gainfully employed 
or of industrial wage-earners in the nation. Again, various relation- 
ships between business activity, the alternate periods of expansion and 
contraction in the trade cycle, and numbers of industrial disputes and 
of workers involved in them have been described. Similarly, current 
manifestations of industrial unrest are said to reflect the movements 
of retail or wholesale prices, costs of living, and real wages; and these 
more or less interrelated conditions are regarded as exerting signifi- 
cant influences on industrial unrest. A number of studies have sought 
to appraise these alleged relationships and to evaluate the influence of 
such economic changes on levels of industrial unrest." 

In these and other similar studies data describing the frequency of 
strikes and the time-to-time changes in the numbers of workers who 
participate in them have been generally accepted as the most satis- 
factory nation-wide current measures of industrial unrest. It is true, 
of course, that other evidences of such unrest may be noted. There 
are, for instance, sample data of labor turnover and of migration, but 
they describe conditions featuring only limited groups of workers. 
They may or may not accurately represent the condition of gainfully 
employed wage-earners as a whole. Strike statistics, on the contrary, 
are not samples but are inclusive compilations, and they are broadly 

* See A. H. Hansen, “Cycles of Strikes,” American Economic Review, XI (Decem- 
ber, 1921), 616-21; Paul H. Douglas, “An Analysis of Strike Statistics, 1881-1921,” 
Journal of the American Statistical Association, XVIII (September, 1923), 866-77; 
H. M. Douty, “The Trend of Industrial Disputes, 1922-1930,” Journal of the Ameri- 
can Statistical Association, XXVII (June, 1932), 168-72; John I. Griffin, Strikes: A 
Study in Quantitative Economics (New York, 1939). 
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N extinct hypotheses have been advanced to explain time- 
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representative with respect to industries, occupations, and geographi- 
cal sections. For these reasons they are distinctly preferable to other 
quantitative evidence of industrial unrest. 

Analysis of the possible positive or negative covariation that may 
feature these measures of industrial unrest and the various economic 
conditions assumed to be correlated with them has recently been facili- 
tated by publication of a comprehensive compilation of all nation- 
wide strike statistics in the files of the Bureau of Labor Statistics for 
the entire period since collection was first undertaken in 1881.7 The 
reports thus summarized, together with revised figures for 1937, re- 
veal annual numbers of strikes for forty-nine years (there being an 
interval of eight years, from 1906 through 1913, in which no nation- 
wide compilation was made), and they list numbers of workers in- 
volved in strikes for forty-seven years (there being an interval of ten 
years, from 1906 through 1915, in which no reliable data on this point 
were collected on a nation-wide basis). These two series, reduced to 
the form of relatives, are shown in Figure 1, in which they are com- 
pared with a number of other series that are frequently assumed to be 
related to the rise and fall in levels of industrial unrest.’ 

The recent Bureau of Labor Statistics Bulletin No. 651 also re- 
ports on numbers of strikes beginning in each month from January, 


1915, to the end of 1936, as well as on numbers of workers involved in 
strikes in each month from January, 1927, to the close of the period. 
Further, since February, 1927, data are available as to the number of 
strikes “in progress” in each month, numbers of workers involved in 


2 Florence Peterson, Strikes in the United States, 1880-1936 (Bureau of Labor 
Statistics Bull. 651 [Washington, 1938)). 

3 Index numbers of strikes and of workers involved have as their base the aver- 
age number per year for the three years 1927, 1928, and 1929. No explanation is 
made by the Bureau of Labor Statistics for the selection of these base years. For 
strikes the annual average in the base years is 744; for numbers of workers involved 
in strikes it is 310,907. 

Sources of other series included in Figure 1 are as follows: numbers of trade- 
unionists, from Leo Wolman, The Growth of American Trade Unions, 1880-1923 
(New York, 1924) and Ebb and Flow in Trade Unionism (New York, 1936); index 
of business activity is that of Col. Leonard P. Ayres, of the Cleveland Trust Com- 
pany; real-wage index from A. H. Hansen, as described in “Some Factors Affecting 
the Trend of Real Wages,” American Economic Review, X (March, 1925), 27-48 
(it has been extrapolated for recent years by linking with the data provided by the 
National Industrial Conference Board); general price-level index, from Carl Snyder, 
as described in his “The Measure of the General Price Level,” Review of Economic 
Statistics, X (1928), 40-52. 
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these strikes, and numbers of man-days idleness occasioned by such 
strikes in each month. 

It will be apparent that, for long-term comparisons, dependence 
must be be placed on the series describing numbers of strikes beginning 
L377 
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Fic. 1.—Index numbers of strikes, workers involved, and associated economic 
changes in the United States, 1880-1937. For sources of data see footnote 3 in text. 


in each year and numbers of workers involved in these strikes, since 
these are the only series that extend into the pre-war period. Of the 
two long series, that describing the number of strikes is available for 
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two years for which no data on numbers of workers involved can be 
secured. For a much shorter period numbers of strikes beginning in 
each month are available. Reports of such monthly data begin in 
1916, but the Bureau estimates that an error of as much as 10 per cent 
in the monthly origins ascribed may exist in the years prior to 1927. 
For that reason, comparisons of monthly data can be relied upon 
only for the years since 1927. 

The fact that major dependence must be placed on data of strikes 
“beginning in the month or year” rather than “‘in progress during the 
month or year” may be regretted, on the theory that data describing 
strikes “in progress” and numbers of workers involved in such strikes, 
were they available, would provide a superior measure of industrial 
unrest. Such data are available, as has been noted, only since 1927, 
so that their usefulness is thus distinctly limited. Further, it is en- 
tirely possible that their superiority is not so great as might be assumed. 
Such a conclusion is suggested by the fact that, for the first eleven 
years (1927-36, inclusive) during which both “beginning in the month” 
and “in progress during the month” series have been maintained, the 
two show a distinctly similar pattern, although the “in progress” series 
is consistently larger than the other. The two series for the 131 months 
from February, 1927, through December, 1937, have been correlated. 
The measure of linear correlation is r = 0.98, but this figure unques- 
tionably reflects the influence of the rising trend in this short period. 
Similarly, there is close resemblance in the data of workers involved 
in strikes “beginning in the month” and those involved in strikes “‘in 
progress.”’ For the same 131-month period the measure of linear cor- 
relation between these two series is r = 0.88 (1 per cent limit: 0.20). 
The numbers of strikes beginning in the month reflect to a less satis- 
factory degree the pattern of the series describing numbers of man- 
days idleness occasioned by strikes in this 131-month period. In this 
case, the measure of linear correlation is r = 0.54. From these com- 
parisons, however, it appears that the longer series describing strikes 
beginning in each month or year and numbers of workers involved in 
such strikes may reasonably be regarded as satisfactory measures of 
the type of unrest that is expressed in strikes, and it further appears 
that these series reflect fairly closely the possibly superior evidence 
available over the shorter period from the “in progress”’ series. 

The two long series—those representing numbers of strikes begin- 
ning in each year and numbers of workers involved in them—follow 
a somewhat similar course, as may be observed in Figure 1. They have 
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closely related highs, such as those of 1916-19 and of 1937, and they 
show similar depressions in the years from 1881 to 1886 and from 1927 
through 1932. For the forty-seven years for which annual data are 
available in both series their correlation is measurable as r = 0.63 
(1 per cent limit: 0.38). Major movements, as is indicated by this 
measure and may be noted in Figure 1, are generally parallel, al- 
though individual year-to-year fluctuations are not closely co-ordi- 
nated. Reporting of numbers of strikes is, however, probably more 
accurate than is that describing numbers of workers involved, so that 
the former series may represent a generally more dependable index 
than the latter. 

It has been suggested that numbers of strikes and strikers should 
be adjusted to take account of an expanding population and of in- 
creasing numbers of gainfully employed. In effect, such a deflation 
tends to translate the crude data of strikes and workers involved into 
adjusted rates or ratios. It has been further suggested that an even 
more appropriate deflation would adjust these data for changing num- 
bers of ‘industrial wage-earners,” thus eliminating from the category 
of gainfully employed a number of groups, including agricultural work- 
ers, self-employed, domestics, professional classes, and others, whose 
members seldom participate in industrial disputes.‘ Suggestion has 
also been made that deflation should take into account the growth 
of trade-union membership, since labor organization is obviously in- 
volved in the majority of strikes. Brief attention may well be given, 
at this point, to these suggestions. 

As a preliminary test of the propriety of such deflation, considera- 
tion may be directed to the comparative rates of increase in numbers 
of strikes, of workers involved, of gainfully employed, and of industrial 
wage-earners. Actual enumerations of gainfully employed and indus- 
trial wage-earners are available in only four years in which numbers 
of strikes and of workers involved are known (1890, 1900, 1920, and 
1930). However, no serious error is introduced by linear interpolation 
between census enumerations or by simple, least-squares linear trends 
fitted to the census data. Hence, for a primary comparison, linear 
trends were fitted to the data of these series, and, although such trends 
do not appear particularly appropriate for the data of strikes and 
strikers, least-squares linear trends of these series also were calculated. 

4 The definition of “industrial wage-earners” here and hereafter used is that de- 
scribed by A. H. Hansen in his “Industrial Classes in the United States in 1920,” 
Journal of the American Statistical Association, XVII (December, 1922), 79-82. 
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Each of these trends was then reduced to the form of relatives with 
the initial year, 1881, as a base.5 

The comparative rates of increase, as suggested by this method of 
analysis, are evident from Figure 2, where the four trends thus calcu- 
lated are plotted. In the fifty-seven-year period strikes, measured in 
terms of their trend, increased by 43 per cent—from 1,390 in 1881 to 
1,977 in 1937.° Workers involved, as represented by the trend of this 
series, increased by 286 per cent—from 277,906 to 1,071,353. Gain- 
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Fic. 2.—Linear trends of strikes and workers involved compared with those of 
gainfully employed and of industrial wage-earners, 1881-1937.* 


* Trend equations are stated in footnote 5 in text. 


fully employed increased by 198 per cent of the base level—from 
17,899,798 in 1881 to 53,287,222 in 1937. Numbers of industrial wage- 
earners increased, in this period, by 304 per cent—from 5,326,139 to 
21,531,796. It appears from these comparisons that adjustment of the 
numbers of workers involved in strikes for numbers of industrial wage- 
earners may have some justification as a means of eliminating one 


5 All trends were fitted by the method of least squares. The four trend equations 
may be summarized as follows: for strikes, T = 1,390.18 + 10.476 (origin, 1881); 
for workers involved, T = 277,905.6 + 14,168.7x% (origin, 1881); for gainfully 
employed, T = 33,065,836.5 + 631,918.3x (origin, 1905); for industrial wage- 
earners, T = 12,271,421 + 289,386.72 (origin, 1905). 

* The linear trend of strikes fitted by Griffin (op. cit.) shows an increase of 53 
per cent over this period. The difference arises from the fact that he has, by reference 
to data collected in a few states, interpolated for the years for which no nation-wide 
data are available. 
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fairly constant factor in the explanation of changing levels of workers 
involved in strikes. There is, however, little similarity in the growth 
of gainfully employed and either numbers of strikes or numbers of 
workers involved. Numbers of strikes have increased at a much slower 
rate than that of any of the other series. That they have not kept 
pace with numbers of workers involved is presumably explained in 
part by the growing size of industrial units and consequent concen- 
tration of employees as well as by the changing nature of labor organi- 
zations. These explanations are supported by the increasing average 
size of strikes over this extensive period.’ The gradual development 
of facilities for mediation and conciliation may also be noteworthy in 
explaining the rate of increase in numbers of strikes. 

Such a simple comparison suggests that changing levels of strikes and 
of workers involved in them cannot be explained merely in terms of 
population growth and the concomitant shifting of age and occupational 
groups in the population, and it raises serious question as to the value 
of adjusting strike data for many of these changes. That conclusion 
is further supported by analysis in terms of annual numbers of strikes 
and strikers per thousand gainfully employed or industrial wage- 
earners. Ratios of this sort have been calculated for each year for 
which strike data are available, and annual averages for five-year 
periods from 1881 to 1937 are summarized in Table 1. For convenience, 
the ratios of strikes have been expressed in terms of thousands of 
gainfully employed and industrial wage-earners, while those of workers 
involved are expressed in terms of millions of gainfully employed and 
industrial wage-earners. In addition to annual averages for these five- 
year periods, annuai averages for the years from 1881 through 1905 
are compared with those for the years from 1916 through 1937. 

The table indicates clearly the wide range of these ratios, apparent 
even in these five-year periods. It reflects, also, the growing propor- 
tions of industrial wage-earners among the gainfully employed. Thus, 
for instance, the percentage increase in workers involved per thousand 
gainfully employed from the 1881-1905 period to the 1916-37 period 
is 59, while that of workers involved per thousand industrial wage- 
earners is only 38.5. Ratios of strikes per million gainfully employed 
compared with those per million industrial wage-earners show the same 
effect. Comparison of annual averages for the two long periods indi- 
cates that strike rates per million gainfully employed decreased by 
24.5 per cent. Meanwhile, strike rates per million industrial wage- 


7 Peterson, op. cit., p. 48. 
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earners decreased by 35.2 per cent. The difference in these declines is 
solely attributable to the growing proportions of industrial wage- 
earners. Certainly, little in the way of consistency from period to 
period or over long periods of time characterizes any of these rates, 
so that changes either in numbers of gainfully employed or in numbers 
of industrial wage-earners cannot be said to offer great assistance in 
explaining the varying numbers of strikes or of workers involved in 
them. 
TABLE 1 


RATIOS OF STRIKES AND WORKERS INVOLVED TO GAINFULLY 
EMPLOYED AND INDUSTRIAL WAGE-EARNERS 
YEARLY AVERAGES FOR STATED PERIODS 
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That there is some similarity in the patterns of strikes, strikers, and 
union membership is apparent from Figure 1. That would be expected, 
of course, for it is clear that organization plays an important part in 
most strikes. On the other hand, however, it is notable that numbers 
of strikes and strikers show rates of growth distinctly different from 
that of union members. Increases in numbers of unionists cannot be 
appropriately described by any linear function; they more closely re- 
semble a growth curve. Thus, the average union membership in the 
five-year period ending in 1935 was approximately 3,395,000, as com- 
pared wich an average of 153,600 in the five years beginning in 1881. 
If this early period is represented by a relative of 100, the later period 
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has an index of approximately 2,210. If annual average numbers of 
strikes are similarly compared, the later period has a relative of 274, 
while the similar relative for numbers of workers involved is about 500. 

It can be said, however, that strikes generally tend to increase in 
numbers or to continue on high levels in broad periods of expanding 
iabor organization. It may be noted from Figure 1, for instance, that 
periods of notable increase in numbers of unionists include 1882-86, 
1896-1904, 1909-13, 1916-20, and 1933-37. Strikes showed significant 
increases in the first and second of these periods; there are no nation- 
wide data of strikes for the third; they continued on a high level in the 
fourth; and they increased sharply in the last. On the other hand, re- 
cessions in unionism show less similarity to changes in numbers of 
strikes. There were marked reductions in numbers of unionists in 1887- 
gt and in 1921-32. In the first of these periods numbers of strikes in- 
creased. In the second, strikes declined sharply and remained at a 
very low level. That there is no consistent year-to-year covariation 
in these movements is also indicated by the measure of linear correla- 
tion for annual data of the two series (strikes and union members), 
ry = —o.02—an obviously insignificant figure. A similar conclusion is 
suggested by correlation of numbers of unionists with numbers of 
workers involved in strikes. In spite of the evident similarity in broad 
periods of expansion in both series, the measure of linear correlation 
is r = 0.38 (1 per cent limit: 0.38). 

Most common among economic conditions believed to be related 
to numbers of strikes and strikers is what is generally described as 
business activity. Conclusions as to the precise nature of this rela- 
tionship vary widely,® but probably that most frequently mentioned 
describes cycles in strikes paralleling the similar cycles in business. 
Thus, it is said that strikes increase as business expands and that 
numbers of strikes decline when business recedes or is inactive. Some- 
times this covariation is explained as resulting from the fact that real 
wages may fall in periods of business expansion, because wage rates 
lag behind prices in the upward movement, and employment (in 
terms of working hours) fails to expand sufficiently rapidly to over- 
come this discrepancy. 

The data now available facilitate direct long-term comparisons of 


® See, e.g., Hansen, “Cycle of Strikes,” op. cit.; Paul H. Douglas, Curtice N. 
Hitchcock, and Willard E. Atkins, The Worker in Modern Economic Society (Chi- 
cago, 1925), pp. 619-20; Solomon Blum, Labor Economics (New York, 1925), Pp. 392; 
Carroll R. Daugherty, Labor Problems in American Industry (Boston, 1933), P- 359- 
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numbers of strikes and strikers with changes in business activity and 
accompanying fluctuations in real wages and in prices. Data repre- 
senting all these conditions have been included in Figure 1, so that 
patterns of year-to-year change may be graphically compared. 

A preliminary consideration of the extent to which fluctuations in 
numbers of strikes resemble those of business activity may well con- 
sider the usual seasonal patterns of these two series. In Figure 3 
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Fic. 3.—Seasonal patterns of strikes and of business activity in the United 
States. * 





* Indexes of seasonality in business activity from Simon Kuznets, Si Variations in Ind: ustry 

and Trade (New York, 1933); indexes of seasonality in strikes from Dale Yoder, aot A. in Strikes,”’ 
Journal of the y he wd, tatistical Association, ea III (December, 1938), 687-03. 
Kuznets’ seasonal relatives of business activity are paralleled by sea- 
sonal indexes of strikes. The latter have been calculated by the ratio- 
to-moving-average method from the data of strikes beginning in each 
month of the ten-year period from January, 1927, through December, 
1936.9 

A certain superficial similarity of pattern may be observed. De- 
cember, for example, is the low month in both series, and both strikes 
and business activity decline in November and December. But there 

* Indexes of seasonality in business activity from Simon Kuznets, Seasonal 
Variations in Industry and Trade (New York, 1933); indexes of seasonality in strikes 
from Dale Yoder, “Seasonality in Strikes,” Journal of the American Statistical 
Association, XXXIII (December, 1938), 687-93. 
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is an increase in strikes in summer months in contrast to the usual 
summer decline in business. Normally, business activity expands in 
the spring before strikes become numerous, and it experiences a late 
summer and fall pickup that is not reflected in numbers of strikes. A 
simple ranking coefficient of correlation for the items of the two series 
may be found as r, = —o.o5—a measure so low as to speak clearly 
for their haphazard covariation. 

Attention may next be directed to a comparison of long-time changes 
in these series. Figure 1 shows annual indexes of business activity 
(their base is a computed normal), which may be compared directly 
with index numbers of strikes and strikers based on 1881 = 100, 
also included in the figure. Prevailing levels of strikes in each year 
as well as notable changes featuring particular years should probably 
be compared with levels of business activity and with changes in busi- 
ness activity from immediately preceding years. This process of com- 
parison is difficult, however, for no simple relationship is apparent. 
To aid in the discovery of possible relationships, Table 2 has been 
prepared. There, four groups of years have been selected as represent- 
ing various phases in the movement of strikes. In the first group years 
marked by sharp increases in numbers of strikes are included, while 
the second group represents years of marked declines in numbers of 
strikes. The third and fourth groups include years of high levels of 
strikes and years of low levels, respectively. For each year in these 
groups two measures of business activity were considered. First, the 
index of business activity was described as a deviation above or below 
normal. Second, the percentage change from the preceding year was 
noted. The years included in each of the four groups are listed in the 
footnotes to the table. 

Results of the comparisons thus effected are not conclusive, but 
certain differences among the various groups of years stand out fairly 
clearly. Thus, for instance, when the first two groups of years (those 
in which numbers of strikes showed sharp increases or sharp declines) 
are compared, averages indicate that years in which strikes increased 
sharply have been featured by only a slight negative deviation from 
the normal of business activity (—o0.75), while those in which strikes 
declined sharply averaged 2.42 points below that normal. Even more 
notable is the contrast in percentage changes in business activity from 
immediately preceding years. The group marked by sharp increases 
in strikes shows an average rise of 5.8 per cent in business activity, 
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as contrasted with an average decline of 2.73 per cent for the years in 
which strikes were reduced abruptly. 

When periods characterized by high and low levels of strikes are 
compared, it appears that the prevailing condition of business as well 
as its fluctuations may be reflected in industrial unrest. For the nine- 


TABLE 2 


NUMBERS OF STRIKES COMPARED WITH BUSINESS ACTIVITY 
REAL WAGES, AND THE GENERAL PRICE LEVEL 
IN SELECTED YEARS 








Years CHARACTERIZED By— 





Sharp Sharp High Low 
Increases Decreases Levels Levels 
in Strikes* in Strikest of Strikest of Strikes§ 

(D (11) (III) (IV) 





Business Activity: 
Average deviation from nor- 
mal 


+0 .89 


Business Activity: 
Average percentage change 
from preceding year +5.80 


Real Wages: 
Average percentage change 
from preceding year... . . +2.70 +1.63 +1 .80 +1.45 


General Price Level: 
Average percentage change 
from preceding +6.20 —0.79 +3.56 —1.04 

















* Years selected as representing sharp increases in strikes include 1886, 1890, 1899, 1901, 1916, 
1917, 1933, 1937- 

t Years selected as representing sharp decreases in strikes include 1888, 1892, 1896, 1904, 1905, 
1918, 1921, 1922, 1924, 1926, 1927, 1930. 

t Years selected as representing high levels of strikes include 1886, 1887, 1890, 1891, 1899, 1900, 
IQOI, 1902, 1903, 1904, 1905, 1916, 1917, 1918, 1919, 1920, 1921, 1936, 1937. 

§ Years selected as representing low levels of strikes include 1881, 1882, 1883, 1884, 1885, 1888, 
1896, 1897, 1898, 1914, I9TS, 1922, 1923, 1924, 1925, 1926, 1927, 1928, 1929, 1930, 1931, 1932. 
teen years selected as representing high levels of strikes, business ac- 
tivity averaged 0.89 points above the computed normal. For the 
twenty-two years representing low levels of strikes, business activity 
averaged 2.86 points below normal. Comparison of these two groups 
of years on the basis of percentage changes from preceding years is 
less impressive, probably because the periods selected as representing 


high and low levels frequently included numerous consecutive years, 
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so that variation was typically small. High-level years are character- 
ized by an average change of —o.3 per cent, as contrasted with an 
average change of —1.7 per cent for low-level years. Thus strikes ap- 
pear to remain on high levels when business is holding its ground or 
declining only slightly, and they remain at low levels when business 
is receding. 

This analysis would appear to justify the conclusion that, while busi- 
ness conditions are reflected in strikes, there is no simple pattern of 
covariation. Strikes appear generally to increase when business is ex- 
panding rapidly from unusually low levels. They decrease when busi- 
ness is declining or when it holds on somewhat subnormal levels. 
They are numerous in years when business is fairly steady and good, 
and they are less frequent when business is receding and is notably 
poor. No simple covariation such as might be measured by linear cor- 
relation is observable. For the forty-nine years for which numbers of 
strikes are available, the linear measure of correlation between annual 
data of strikes and indexes of business activity is r = 0.11 (1 per cent 
limit: 0.36). If monthly data are correlated, the measure for the 276 
months from 1915 through 1937 is r = 0.16 (1 per cent limit: 0.15). 
From these calculations it is apparent that no significant covariation 
in month-to-month or year-to-year fluctuations can be depended upon. 

These results are not appreciably changed if numbers of workers 
involved in strikes are substituted for numbers of strikes in these 
comparisons. For instance, the measure of correlation for annual num- 
bers of workers involved and business activity for the forty-seven- 
year period for which these data are available is r = —o.14."° 

The data represented by Figure 1 also permit similar comparisons 
of changes in numbers of strikes and strikers with fluctuations in real 
wages and in the price level. These series are, of course, not entirely 
unrelated to business activity. Some similarity in their patterns, es- 
pecially in the years since 1930, is apparent in the figure. It may be 
noted, however, that there is greater resemblance between the series 
representing the general price level and that of real wages than be- 
tween either of these and the indexes of business activity. The chart 
also evidences numerous divergences among all these series, and this 
characteristic is apparent in measures of their intercorrelation. For 
the correlation of real wages and the general price level, the measure 

%° Numerous experiments in lagging one of the series disclosed no such adjust- 
ment that provided a significant coefficient of correlation. 
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is r = 0.79 (1 per cent limit: 0.34). For that of business activity and 
real wages it is r = —o.34; for business activity and the general 
price level it is 7 = —o.22. 

Data of real wages and of prices have been subjected to analysis 
similar to that applied to indexes of business activity and described 
in preceding paragraphs, and the results of this analysis have been 
included in the lower portion of Table 2. Items of the two series were 
expressed as percentage changes from preceding years, since it is 
these changes that are generally regarded as of major significance and 
because there is no computed normal with which to compare them. 
Results of the analysis may be summarized briefly, although they are 
fairly evident in the table. Years of marked increases in strikes show 
the highest average percentage increase in real wages, appreciably 
higher than do the years in which strikes declined sharply. At the 
same time the first group of years is featured by a notable average in- 
crease of 6.2 per cent in the price level, while the years of sharp de- 
clines in strikes have an average decrease of 0.79 per cent in prices. 
Somewhat similarly, high-level strike periods show an average increase 
in real wages (1.8 per cent) and an average increase in prices of 3.56 
per cent, while years representing low levels of strikes show a slightly 
smaller increase in real wages (1.45 per cent) and an average decline 
in prices of 1.04 per cent. The data thus provide some support for 
Hansen’s conclusions as to the covariation of strikes and prices. 

As a further check on similarities and differences in these series, 
both real-wage indexes and those of the general price level have been 
correlated with annual data of strikes. For real wages and strikes the 
measure of linear correlation is r = 0.15 (1 per cent limit: 0.34). For 
real wages and numbers of workers involved in strikes the measure 
is ry = 0.22. When monthly data of real wages and strikes are corre- 
lated for the 132 months from January, 1927, through December, 
1937, 7 = 0.47 (1 per cent limit: 0.20). It is possible that the data 
of the recent period are distinctly more inclusive and reliable, and this 
covariation may well be investigated further as data accumulate. 

As in the case of real wages and strikes, the measure of linear cor- 
relation provides little significant evidence of covariation in strikes 
and prices. While distinctive periods, as far as strikes are concerned, 
appear to be featured by fairly consistent price tendencies, correlation 
of annual indexes of prices with numbers of strikes discloses an insig- 
nificant measure. For the forty-nine years r = 0.18 (1 per cent limit: 
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0.36). It is apparent, therefore, that the tendencies observed in the 
averaging process employed in the calculations upon which Table 2 
is based are not such as can be verified by the usual measure of linear 
correlation. 

It must be recognized that the conclusions suggested by the com- 
parisons made in preceding pages are of varying reliability, some being 
quite positive, others equally negative, and many highly tentative. 
It is clear, for instance, that strikes have not increased in the same 
proportions as have the gainfully employed, nor has their rate of in- 
crease closely approximated that of industrial wage-earners. Numbers 
of workers involved in strikes, however, have increased in proportions 
somewhat similar to those of industrial wage-earners. Numbers of 
union members have increased far more rapidly than either strikes or 
strikers. There is, however, a tendency for strikes to show marked 
increases in numbers in periods when labor organization is expanding 
rapidly, and there is a less persistent tendency for strikes to decline 
as union membership is reduced. 

Numbers of strikes and workers involved unquestionably reflect 
the influence of changes in business activity. There is, however, no 
simple parallelism. Only a slight superficial similarity characterizes 
seasonal patterns. In longer periods there is evidence of a tendency 
for strikes to increase in periods of sharp expansion in business activity 
and a less clear-cut tendency for strikes to decline abruptly when busi- 
ness is receding. High-level years of strikes show little average change 
in business activity from year to year, but low-level strike periods are, 
on the average, years of declining business and those in which activity 
is below normal. The pattern of fluctuations in strikes is, therefore, 
different from that of the usual trade cycle. Typically, strikes increase 
in the early part of the recovery phase of the trade cycle. When busi- 
ness levels off in the the prosperity phase, numbers of strikes decline. 
When business recession begins, they may show further declines, and 
they tend to remain at low levels during the depression phase. 

No simple relationship between strikes and real wages is apparent 
from the analysis presented here, although allowance should be made 
for the major limitation of all real-wage indexes, i.e., the fact that 
they refer only to changes in the purchasing power of employed work- 
ers and do not make adequate allowance for the highly important 
influence of unemployment on family incomes. Available data, how- 
ever, appear to show that years characterized by sharp increases in 
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strikes are those in which real wages have increased most abruptly, 
while years of low strike levels are those in which real wages advanced 
least. It is evident from Table 2, however, that the differences between 
the various periods described there are not great. Reflections of chang- 
ing prices are somewhat more significant. Strikes appear to increase 
sharply in years characterized by rapid price advances or to remain 
at high levels in such years. They decline when prices are fairly con- 
stant or receding slightly. Years of increasing prices are likely to be 
featured by relatively high levels of strikes, while low levels of strikes 
are characteristic of years in which prices are falling. None of these 
relationships is highly consistent, however. They are evident only in 
comparisons of averages for distinctive strike periods. 





A FURTHER NOTE ON THE PROBLEM 
OF BILATERAL MONOPOLY’ 


A. M. HENDERSON 
University of Edinburgh 


E problem of bilateral monopoly is not one of major prac- 
tical importance nor is it, like the problem of duopoly, one 


of great theoretical difficulty. It does, however, seem worth 
while to set out a geometrical device which is suitable for dealing with 
all the problems arising in this field. 

It is most convenient to take as a starting-point the most elemen- 
tary problem of bilateral monopoly—namely + at arising from the 
act of barter by two isolated individuals each possessing a single com- 
modity. In this case we are obliged to represent the problem in terms 
of indifference curves. This is done in Figure 1, where the case of the 
exchange by A of a stock of apples for nuts which are possessed by B 
is considered. We represent A’s stock of apples by LM and B’s stock 
of nuts by MN (=LP). Then we can draw in the indifference maps 
of the two individuals—in the case of A, taking the axes as LP and 
LM and in the case of B with reference to the axes VP and NM. Then 
any point in the rectangle represents a certain division of the two 
commodities between A and B,? while the point M represents the 
original point before any exchange has taken place. In the figure only 
the one indifference curve of each individual which passes through 
M has been drawn in. These curves have a special importance since 
they divide the whole field of possible distributions into two classes 
from the point of view of each of the two individuals. Thus A’s in- 
difference curve TDM forms the dividing-line between all those com- 
binations of apples and nuts which A would prefer to the original 
situation (all points lying to the right of TDM) and those combinations 
which would constitute a worsening of the original situation. The 


* A very full bibliography on this subject to be found in a note in the April, 
1939, issue of this Journal from the pen of Professor Gerhard Tintner. 

? Thus the point G (in Fig. 1) represents the situation when A has exchanged 
RM apples for RG nuts, so that A finds himself with LR apples and RG nuts, 
while B has RM apples and NS nuts. The price ratio is then GR/RM nuts for one 
apple. 
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curve MCT divides the field similarly from B’s point of view, so that 
the area lying to the left of MCT represents all the combinations which 
B would prefer to the state before any exchange has taken place. 
Then the area MDTC represents all the possible exchanges which 
would bring advantage to both parties. Further discussion can be 
carried on by limiting the choice of points within this area. It is, in 
fact, possible to carry the analysis considerably farther, but for our 
present purposes it is more convenient to postpone this extension until 
the adaptation has been made to apply this apparatus to the case of 
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industrial monopolies. When this has been done, the same considera- 
tions will apply in a slightly modified form. 

If we now turn to the case when A is the monopsonist purchaser 
of a commodity of which B is the monopolist producer, we can draw 
the indifference curves on the same plan as before as in Figure 2, 
where we measure amounts of money along LM and amounts of the 
commodity along LP. The curve 7DM has then to be drawn in such 
a way that for any point A on it, if the monopsonist pays AZ units 
of money for EM units of the commodity, he will be neither better 
nor worse off than if he had made no exchange at all. That is, 7DM 
becomes the total net receipts curve of the monopsonist—the total 
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receipts from the sale of different amounts of output less the total 
cost of any work he may undertake.’ Then, again, the curve TCM 
must be the curve showing what total receipts will just compensate 
for producing different amounts of the product. We thus have the 
curve TBF, which is the total cost curve of the producer, though the 
question of precisely what costs are to be included is a matter of 
substance as contrasted with the formal reasoning considered in this 
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note. The point to be remembered is that ail those fixed costs repre- 
senting commitments which have already been entered into and which 
cannot be shifted are to be excluded. The matter can then be dealt 
with in detail in any concrete case. Then the complete indifference 
maps of the two parties can be obtained merely by the horizontal 


3 There is, however, one difference which may be of some importance. The total 
net receipts curve rises to a maximum and then falls again, whereas the indifference 
curve merely becomes parallel to MN after the maximum has been reached since 
the monopsonist can, should it be profitable, purchase more than he requires and 
destroy the surplus. 

Figure 2 becomes a very familar diagram if it is turned around and looked at 
from the base NM; but, to preserve the comparability with the indifference-curve 
diagram in Fig. 1, it seems worth while to present it in this unfamiliar guise. 
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shifting of the two curves.‘ The area of possible exchanges is KATB, 
and we are in a position to inquire into the further limitations. 

It is clear that the points in the neighborhood of 7, even though 
they might make exchange worth while for both the parties, would 
still give both parties only a very small gain so that points could be 
found which would be preferable to both parties. These points cannot, 
therefore, represent the bargains which will actually be made. But, 
before inquiring further, it is necessary to note that the results will 
depend on the method of bargaining used. There are, in fact, two 
alternatives open to the parties; they can either make an agreement 
providing for definite deliveries at a given lump-sum price or they 
can establish a price and continue dealing at that price until one of 
the parties finds it profitable to stop. In terms of our diagram, they 
can agree either on a point or on an opportunity line. The former 
seems to be more likely, and it will be shown that the parties taken 
together cannot lose and will probably gain by adopting this form of 
negotiation. But here we shall consider the two forms of negotiation 
in turn. 

a) FIXED CONTRACT 

The point fixed must be such that it is not possible to move along 
an indifference curve of one party without moving onto less advan- 
tageous indifference curves of the other. Unless this is the case, there 
must be some other point which is more advantageous to both parties. 
The condition will be satisfied by all those points where an indiffer- 
ence curve of one system is tangential to an indifference curve of the 
other. Owing to the peculiar property of these indifference maps that 
all the indifference curves can be obtained by shifting the original 
curves horizontally, these points constitute a straight line parallel to 
LM and joining the points A and B at which the curves 7DM and 
TBF are parallel to each other. Thus the amount to be supplied will 
be fixed at ME, and bargaining will only concern the amount payable 
for that output. Now, the amount ME is that which would be pro- 
duced by a single combined monopolist, so that, in the case of a fixed 
contract, the joint profit will be maximized and the only uncertainty 
is with reference to the division of that profit between the producer 


‘This depends on two assumptions: (a) that we can neglect the utility of the 
commodity to both parties and (b) that the costs are independent of profits. The 
first can safely be assumed except in the barter case with which we began, but there 
may be special cases where the second assumption does not apply. In such cases 
the following discussion must be modified appropriately. 
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and the monopsonist. This cannot be determined a priori and must 
depend simply on relative bargaining strength. 


b) AN ESTABLISHED PRICE 


If a price is fixed and dealings continue at that price until one of 
the parties no longer wishes to continue, it is necessary to discover 
what output will be produced and purchased at different prices. A 
price would be shown by a straight line passing through M (an oppor- 
tunity line), the price being given by the tangent of the angle between 
this line and LM. Then A will continue purchasing up to the point 
at which this opportunity line is a tangent to one of the indifference 
curves. We thus get a series of points constituting the line HGC show- 
ing the amounts which A will wish to purchase at different prices. 
We also obtain a similar curve SGD’ showing the output B will be 
willing to produce at different prices. Then if the producer, B, can 
fix the price, he will determine it so that the point of equilibrium is at 
R, where HGC is a tangent to one of B’s indifference curves. This 
represents the point most favorable to B which A can be induced to 
accept as the result of the establishment of a fixed price. Similarly, if 
A can fix the price, he will choose the point at which DGS is a tangent 
to one of A’s indifference curves.° We then obtain the broken line 
RGS representing all the possibilities when this method of negotiation 
is adopted. It will be seen that, except by accident, the output will 
be less than that which would maximize joint profits so that this form 
of negotiation will normally be less advantageous to the parties as well 
as to the final consumer than the alternative. 

A word should be said about the point G—which might be termed 
a point of pseudo-equilibrium. It has certain special properties, in 
that if a price is fixed so that the opportunity line passes through G, 
the joint profit will be maximized and both parties will choose to cease 
dealings at the same moment, neither of which will be the case if any 
other price is chosen. But this does not mean that the point G is in 
any sense a point of equilibrium, since B’s profit will be increased by 
moving along either GA or GR while A’s profit will be increased by 


s G—the point of intersection of these curves—must lie on AB, since when the 
indifference curves of both systems are tangential to the same opportunity line at 
the same point (G), they must also be tangential to each other. 

6 In Fig. 2 this point lies outside the area HATB, and thus the point S is taken 
since it is the point on B’s supply line nearest the point of tangency which lies 
within the poss b] field. 
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moving along GB or GS. Each party would gain by having a more 
favorable price despite the fact of being unable to continue dealings 
at that price up to the most favorable point, and there would therefore 
be no tendency toward the point G which could only be realized by 
accident. 

The geometrical apparatus here set forth must seem complicated 
and perhaps unduly cumbrous, but in use it will be found flexible and 
convenient. It has the advantage of displaying clearly the range of 
possibilities in the case of both forms of negotiation and it is suitable 
for considering all the problems of bilateral monopoly from simple 
barter to the most complicated.’ Formally the apparatus can be used 
to cover the problem of time by adding further axes to represent sums 
of money and amounts of output at different times, but it is far from 
clear that this procedure would add much to the discussion. 


7 Thus the special cases dealt with by Professor Tintner can easily be dealt 
with. His Case A (when the monopsonist purchaser dictates the price) is given by 
the point S, Case B (when the producer dictates the price) by R, and Case C (when 
they join to maximize joint profit) by A. Then Case AC is given when S coincides 
with B, which implies that the tangent to FBT at B passes through M—or, in 
economic terms, that the average production cost is a minimum at the output which 
a joint monopoly would establish. Case BC is then given when R and A coincide 
(so that if the producer can dictate the price he will obtain the maximum joint 
profit); this will arise if the tangent to KAT at A passes through M, which implies 
that the demand curve reaches its maximum value at the output which would be 
established by a joint monopoly. Finally, Case ABC is given when A, R, B and S 
all coincide, so that the area KATB reduces to a point. 

In all this my results are the same as those of Professor Tintner, but in his 
conclusions as to the instability of the market under conditions of bilateral monopoly 
Tintner scarcely seems to make due allowance for the alternative method of negotia- 
tion. If there is a fixed contract, the parties will agree to produce and sell that 
amount which will maximize their joint profit. The private dispute between them 
as to the division of the spoils will not appreciably affect any other market, and 
there is no reason therefore to expect instability. 





ECONOMISTS ON INDUSTRIAL STAGNATION 


HAROLD L. REED 
Cornell University 


T THE 1938 meeting of the American Economic Association 
a number of speakers advanced the general thesis that this 
country has reached what has popularly become known as 
economic maturity. The evident purpose of some of these speakers’ 
was to find justification for the employment of admittedly dangerous 
therapeutic devices, the principal one of which was federal deficit- 
spending, for the purpose of allaying temporary difficulties. Other 
speakers,? some of whom may not subscribe fully to the economic 
maturity thesis as propounded, discussed recent technological tend- 
encies and various structural defects in the working of our enterprise 
economy in a manner that must have been eminently satisfactory to 
proponents of these devices. Still other speakers analyzed recent fed- 
eral expenditures in such a way as to enable them to hold that the 
deficits of recent years were more apparent than real and would be 
reduced sharply if federal accounts were kept on a more business- 
like basis. 

It would ordinarily be expected that such support of an economic 
maturity thesis by eminent economists would at once arouse a storm 
of controversy. The issues that were raised certainly have implica- 
tions of extraordinary significance. But, contrary to such expecta- 
tions, only one article on the economic maturity doctrine has recently 
appeared, according to my observation, in the professional journals 
of American economists. This was Professor W. I. King’s paper in 

1 A. H. Hansen, “Progress and Declining Population,” American Economic Re- 
view, March, 1939, pp. 1-15, and J. M. Clark, “An Appraisal of the Workability 
of Compensatory Devices,” American Economic Review, Supplement, March, 1939, 
pp. 224-29. (References to the American Economic Review, Supplement, March, 
1939, will be given hereafter as Supplement.) 

2 David Weintraub, “Effects of Current and Prospective Technological Develop- 
ments upon Capital Formation,” Supplement, pp. 15-32; R. A. Gordon, “Financial 
Control of Large-Scale Enterprise,” Supplement, pp. 85-89; Edward S. Mason, 
“Price and Production Policies of Large-Scale Enterprise,” Supplement, pp. 61-74. 

3 Morris A. Copeland, “Public Investment in the United States,” Supplement, 
PP- 33-41. 
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the October, 1939, issue of this Journal under the title “Are We Suffer- 
ing from Economic Maturity?’’4 Because of the lack of professional dis- 
cussion of this far-reaching question, and also because the program of 
the 1939 meeting does not seem intended to carry the discussion fur- 
ther, it is evidently necessary, if the debate is to be kept open, to 
take as a base of departure the contentions of King in the paper re- 
ferred to above. 

Professor King cites the readers of only three papers at the 1938 
convention, Hansen, Weintraub, and McLaughlin and Watkins, as 
active supporters of the industrial stagnation doctrine. But many other 
speakers, as indicated above, no matter what their positions were in 
reference to the main problem, enunciated conclusions that must 
have been regarded by the stagnation theorists as highly corroborative 
testimony in behalf of their thesis. Gunnar Myrdal contended* that 
long-run stagnation must be distinguished from cyclical swings and 
that its solution “‘calls for perhaps radical changes of the whole institu- 
tional structure of that economy.” In his discussion of wage policies, 
A. P. Lerner® reduced the significant forces operating to restrict em- 
ployment to those embodied in the Keynesian determinants. J. M. 
Clark confessed that, although he is not sure of the truth of the stagna- 
tion doctrine, he thinks it might well be accepted as a working hypothe- 
sis. Only Sumner Slichter expressed positive dissent,’ inquiring 
whether certain measures designed to weaken the propensity to save 
might not exert an even more restrictive influence upon the induce- 
ment to invest. 

It is impossible to determine the attitudes toward the stagnation 
issue of certain other speakers who discoursed on various structural 
weaknesses of the existing economy. In many instances these speakers 
might well be interpreted to be intent on showing what must, and 
perhaps can, be done to make our enterprise economy workable. But 
the conclusions of such speakers with reference to structural weak- 
nesses were generally so strongly supported as to justify the implica- 
tion that they had little confidence in prompt and adequate correction 
of existing obstructions. In this light could E. S. Mason be inter- 
preted as he exposed the difficulties of adjusting price policies of large- 

4 Pp. 609-22. 

5 “Fiscal Policy in the Business Cycle,” Supplement, pp. 183-03. 

°“The Relation of Wage Policies and Price Policies,” Supplement, pp. 158-60. 

7™“The Changing Character of American Industrial Relations,” Supplement, 
PP. 130-33. 





246 HAROLD L. REED 


scale enterprise to social necessities. Also R. F. Bennett,* as he argued 
that entrepreneurs’ attitudes toward risk-bearing are colored by the 
tendency of corporate managements to become more bureaucratic and 
financially conservative. Further, Gordon, who took heavy account 
of the factors operating to scatter control over price and production 
policies among groups that minimize social responsibilities. The com- 
bined offerings of the economists who spoke at the meeting must truly 
have evoked the most serious disquietude on the part of listeners, both 
lay and professional. 

As an attempt to rebut widely substantiated professional opinion, 
Professor King’s argument must, therefore, be regarded as even more 
significant than he himself indicates. In brief, King holds that the 
problem of providing employment is basically no more difficult in an 
old economy like our own, in which entrepreneurship responsibilities 
are diffused and complicated, than in a young, poor, and personally 
directed society. I am obliged, however, to confess that to me King’s 
analogical introduction is not satisfying. There was, of course, no good 
reason for Washington to be disturbed by the completion of his canal 
and gristmill, by the construction of spacious barns and roads, by the 
erection of essential bridges, by the finishing of his boat and dock. 
Washington could easily direct his slaves and workers to do other 
things and there would be little save his own inertia and lack of 
imagination to prevent the discovery of work yet to be done. But 
Washington had no problem of reconciling the preferences of the bene- 
ficiaries of the common production with his own decisions. In his 
patronial community he both guided production and determined dis- 
tributive shares. The sole problem to Washington was to discover the 
uses for his labor most desirable to himself. His problem of alternative 
opportunities was merely that of selecting from among different prod- 
ucts. For him to fail to utilize his labor fully would be sheer waste. 

To invoke the old principle of the insatiability of man’s material 
wants as a means of comparing Washington’s problems with those 
confronting present-day economy is, therefore, to evade most of the 
issues. Neither does it advance analysis to state that the modal family 
income is now less than $1,000. To offer this information helps neither 
to condemn practices nor to indict culprits. Nor is it useful to provide 
a list of desirable activities awaiting our attention. Grade separations 

§ “The Effect of Technological Developments upon Demand for Capital” (dis- 
cussion), Supplement, pp. 49-50. 

9 See n. 2 above. 
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of urban cross-streets, to be sure, would contribute to future safety 
and traffic speed. But, under existing conditions, can it be expected 
that it will be easy to increase private and thin revenues to a point at 
which the burden of this work can be borne? The problem is not 
capable of easy solution. In view of the obstructions to risk-bearing 
that now exist, may it not still be true that we require the pushing 
force of important new products or the synchronized introduction of 
sensational innovations to provide ample investment outlets? 

I am in agreement, however, with King’s contention that a con- 
tinuation of former rates of population growth’® would probably re- 
tard, rather than assist, the attainment of full employment. But the 
basis for this opinion is such as to require me to differ with King about 
the relationship of population growth to housing construction. In the 
promising field of cheap residence construction, a leading obstacle to 
revival is the difficulty workers with large families encounter in saving 
the margins for down payments necessary to start construction on a 
scale that would provide an extensive outlet for the savings of others. 
Shelter provision seems to depend much more upon well-being than 
upon the number of people. There are too many instances both at 
home and abroad in which the best construction records have been 
attained during periods of reduced population growth. It is, there- 
fore, surprising that King makes the construction industry an excep- 
tion to his general thesis that “‘a complete cessation of population 
growth would tend_to enhance the economic welfare of the nation.’”™ 

If Professor King would defer in the matter of the relationship of 
population growth to residential construction, and he could do this 
without departing from his general thesis, the controversy could be 
simply stated. It would be merely a question whether, under the par- 
ticular conditions that we must anticipate for the near future, much 
capital investment can be expected to result from such minor, al- 
though comprehensive, technical improvements as Weintraub con- 
tends are now characteristic; or, whether instead new products must 
be devised of tremendously wide appeal or significant innovations in 
production introduced which will occasion large amounts of new capital 
expenditure. On this point King holds that “the development of im- 
portant new industries is by no means an essential requisite either to 
a high degree of business activity or to a steady advance in national 
welfare.” King, therefore, must evaluate highly the contributions to 

*° This is contrary to Hansen’s opinion. 

Op. cit., p. 621. " Ibid., pp. 621-22. 
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employment that result from improvements of paints, hardening al- 
loys, utilizing exhaust gases, and installing belt-conveyor systems. 

But these piddling improvements—and their multiplication has al- 
ways been characteristic of Kondratief downgrades—trequire directly 
little new capital investment. In order that they may absorb large- 
scale savings it is necessary, as King himself asserts, that they en- 
courage a considerable expansion in the demand for existing products. 
Why, then, aren’t such improvements now operating to enlarge prod- 
uct demands? To this King replies that production expansion is being 
retarded by rigid or high price-policies of corporate managements con- 
fronted by prospects of constant demands for wage increases. Present 
technological improvements are thus held to be largely measures of 
defense of harassed enterprise in the employment of labor instead of 
factors contributing to a widening of the market. 

Much intricate analysis would be required, of course, to get to the 
bottom of the question of the extent to which technological improve- 
ments that do not result quickly in lower prices are contributory to 
increased output. It would be old-fashioned economics to contend 
that, in the long run, it would make no difference whether the bene- 
fits of improvements are passed on speedily to product-users or ac- 
cumulated in reserves which will be drawn upon eventually to further 
capital investment or wage incréases. Without engaging in any pro- 
longed discussion of this ancient problem it may suffice here to ob- 
serve that few economists of modern training would regard the im- 
mediate consequences of innovation with indifference. The majority 
would agree, I am sure, that the constant bottling-up of savings must 
tend to impede the flow of income from which savings are derived. 
To employ perhaps equivalent words, the “long run” is not necessarily 
the course of an independent “‘trend.”’ It may be merely the result of 
a succession of immediates. 

How, then, would we stand in reference to the main problem, the 
truth of the stagnation doctrine and the wisdom of the policies advo- 
cated by its proponents to alleviate conditions, if we should agree that 
restrictive price policies lessen the expansive effects of minor innova- 
tions so that important new products or significant technological dis- 
coveries are required to achieve fuller employment? On this issue one 
of two positions may be taken. We may hold with King that it is 
price and wage policies that must be changed if otherwise picayunish 
innovations are to exert large influence. Or, as an alternative position, 
we might classify restrictive pricing policies as inherent elements of 
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our economic habitat and thus conclude that it is practically only 
through the stimulating influence of important innovations that any 
large degree of employment improvement is to be expected. On this 
question King would take the first position while the economists whose 
views he condemns would take the second. But which position is cor- 
rect? 

Those who ask this fundamental question are entitled to a blunt 
reply. But the only such reply that it is possible to give is that no 
one knows enough to be categorical. The prediction of inventions and 
new products is not yet a science; and economists can only speculate 
on the extent to which our political society might be willing to try to 
substitute price reductions for wage increases. All that can be done 
here is to point out the insecurity of the premises from which stagna- 
tion theorists reason when they advocate the use of dangerous pallia- 
tives. Their treatment of structural defects requires them to rely upon 
prospects of important innovations, if there is to be large recovery, 
and these innovations, they believe, are unlikely to be forthcoming. 

If this interpretation of the origin of the stagnation doctrine is 
incorrect, the general content of addresses delivered at the 1938 meet- 
ing of the country’s leading association of economists is inexplicable. 
Despite certain papers designed possibly to allay apprehension re- 
garding federal budgetary deficits, speakers who touched on the point 
generally admitted the disheartening effect on capital investment of 
prospective future tax increases. But the existing employment situa- 
tion seemed so desperate that long-run consequences were relegated 
to the background. Not a single speaker at the convention drew any 
comparison between bank absorption of the federal deficit and mone- 
tary “greenbackism.” On the other hand, no one offered a plan of 
monetary reform whereby it might be possible to inject safely into 
circulation a continuous stream of artificially produced purchasing 
power. Neither did any economist set for himself the single task of 
analyzing palliative devices for the purpose of determining the method 
of application according to which the enterprise system of the future, 
if there is to be any, will be subjected to the minimum of obstruc- 
tion."3 Only one disputant even inquired whether in the near future it 
may not become clear that higher money rates than now prevail would 
permit the volume of sound credit in use to expand faster. 

But is it wise to base social programs on the pessimistic predictions 
of the stagnationists? I think not. The time has come to play per- 


"3 Clark came the closest to doing this. 
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centages, to array efforts in the order of the magnitude of their social 
risks. First emphasis should be given to measures designed to enable 
the existing economy to realize the maximum degree of benefit from 
the numerous minor technological improvements that are currently 
forthcoming. Second in order of emphasis should be efforts to increase 
the investment of pioneering capital even though such efforts do 
violence to recognized concepts of distributive justice. All therapeutic 
devices of a type that increase the difficulties of future recovery should 
be given the most deferred ranking and should be accepted even as 
policies of last resort only after every means has been exhausted to 
determine which of them, in their most probable manner of adminis- 
tration, creates the greatest difficulties for present and future private 
enterprise. 

The speculations of the stagnation theorists may be correct; but 
their conclusions are built in part on hypothetically established prem- 
ises, and for the verification of these premises economists possess no 
special expertness. Social policies must, therefore, be designed to take 
every advantage that is possible from favorable developments in tech- 
nology and from increased understanding of the practices obstructing 
the satisfactory working of the existing economy. 





“VULGAR ECONOMICS” AND “VULGAR 
MARXISM”: A REPLY 


M. H. DOBB 
Trinity College, Cambridge 


to do so, in this case, were it not that Mr. Lerner has written an 

article* which goes considerably beyond the customary boundaries 
of a review and raises a number of important issues. That some of his 
strictures on the book of essays to which he refers may be justified 
seems to be borne out by the fact that what he terms my “secondary 
argument” has apparently remained very far from clear. Perhaps it 
may aid discussion if I attempt to make clearer what that argument 
was intended to be. 

Mr. Lerner has two main criticisms. First, that I reject the whole 
“marginalist” analysis, when it is this alone that is capable of providing 
a complete solution of the process of price formation. Second, that I 
adhere to Marx’s “‘surplus-value”’ as a valid notion, when the only valid 
definition of a surplus is as a “‘non-necessary payment” described in 
terms of modern “marginalist” analysis. 

With regard to the former contention, Mr. Lerner leaves us in some 
doubt as to what he intends to include under his title of ‘‘marginal- 
ism.” If he refers to a particular analytical technique—a technique 
which makes a special use of the notion of increments—one would be a 
fool to deny its value. Undoubtedly its employment has given to mod- 
ern economics considerable superiority over its predecessors in the suc- | 
cess and elegance of its formal solutions. If I failed to make this clear/ 
or to pay sufficient tribute to the many undoubted advances in the 
technique of economic analysis which economic writers in the past 
half-century, and particularly in the past decade, have made, then I 
was in error. This error must be explained, even if it is not excused, by 
preoccupation with a different emphasis, which appears to be alien to 
Mr. Lerner, or, at least, of subordinate concern: that formal solutions’ 
do not make a realistic economic theory—they do not of themselves go 
beyond the realm of tautology; that any validity an economic theory ' 


*“From Vulgar Political Economy to Vulgar Marxism,” Journal of Political 
Economy, XLVII (August, 1939), 557-67. 


I: IS not usual to answer back to a reviewer; and I should hesitate 


251 





252 M. H. DOBB 


can have in supporting statements applicable to the real world must 
rest on the realistic data imported into them; and that any theory of 
value must accordingly rest either on some description of the relation of 
prices to costs or on some description of the relation of prices to con- 
sumers’ desires, or, if need be, of both. Hence the important landmark 
in the history of political economy, to my view, is not the formal 
change represented by the use and elaboration by Jevons and others of 
notions borrowed from the differential calculus, but the substantial 
shift from the earlier cost theories to some kind of utility or demand 
theory, a shift which, incidentally, had started much earlier in the 
century. Mr. Lerner, on the other hand, apparently regards the an- 
choring of the modern theory to a utility concept, or to consumers’ 
preferences, as incidental and the formal change as the essential con- 
sideration. In one place he even appears to deny that “‘marginalism” 
is so anchored at all (cf. p. 560 of his article). This I believe is a large 
part of the difference between us. To use the term “marginalism,” as 
Mr. Lerner does (I would emphasize that it is his term not mine), to 
designate modern economics, by contrast with classical political econo- 
my, is to my mind misleading: misleading because it focuses attention 
on the formal aspect. In the book which he criticizes I was careful to 
use such a term as “‘subjective economics,” with the intention thereby 
of focusing attention on a point of substance; the attempt to construct 
a.system of economic laws on the basis of factors of individual psy- 
chology as the prime determinants—the “economic constants” to 
which Professor Pigou refers as ““depending on human consciousness.” 
It is not to be denied, of course, that such factors play a part in any 
complete description of the causal process or that a system of analysis 
based upon them can yield partial solutions to a number of problems, 
particularly to price problems set in a rather limited context. What is 
in dispute is whether they can furnish satisfactory answers to the type 
of problem with which the early economists were concerned—problems 
especially concerning distribution and economic change. (Ricardo and 
Marx, for example, were fond of expressing their scorn for “supply and 
demand” theories, on the ground that these were inadequate as solu- 
tions for the problems with which they were concerned; but this did 
not, of course, mean that they abjured all use of the notions of supply 
and demand as part of their analysis.) 

I had always thought it to be a fairly widely accepted contention 
\that modern economics had furnished us with no theory of distribution 
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that was really worthy of the name; and I suggest that this deficiency 
has nothing to do with any lack of refinement of technique but is for a 
more substantial reason, namely, that no such theory is possible that | 
does not rest on the sort of factors that Mr. Lerner classifies as “‘socio- 
logical.”” Yet this very separation of one sphere, the market, with its 
separate type of problem, as “economic,” from another sphere, which 
is classed as “sociological,” is sufficiently shown to be unreal by the 
fact that no satisfactory forecast of the larger movement of economic 
events is possible without bringing in these so-called “sociological” fac- 
tors. This, I believe, Mr. Lerner would admit. But when one speaks of 
using sociological factors as “data” in economics, there is some am- 
biguity in the use of the term “‘data,” to which it is perhaps necessary 
to refer. In one sense, of course, all economists make use of sociological 
data; they use assumptions about institutional factors as part of the 
data which fix the value of the independent variables of their equations 
in any particular situation; and it is their boast that the relationships 
that their equations express are of sufficient generality to be applicable 
to any kind of sociological data. But this can be precisely the misuse of 
sociological data that my essays were designed to criticize, and Mr. 
Lerner himself admits that this method may be invalid when he refers 
to the use by modern economics of income distribution, etc., as data 
“even when these items were clearly not ‘given’ independently of the 
economic process considered, but were influenced or even determined 
by them.” This is one sense in which the separation of economic events 
from “‘sociological” factors may be illegitimate. But there is also a 
further sense. This is concerned, not with “sociological data” in the 
restricted sense often used by economists, but with the importance of | 
what may be called “‘socioeconomic mechanisms,” a term that I owe to 
Mr. Erwin Rothbarth. Any abstract theory, in posing certain ques- | 
tions and building certain constructions in order to answer them, im- 
plies the assertion, if it claims to be realistic, that the relationships 
which it postulates represent the most important sequences of events 
in that slice of reality to which it refers. If, however, it omits from these 
constructions any reference to sequences of events which are in fact 
of major importance in determining phenomena in this sphere, it will 
be not only an incomplete picture of reality but also a false basis for 
prognosis.? The crucial difference between Marx’s conception of eco- 


* Mrs. Joan Robinson in her Essays has a note about the reasons for controversy 
in economics and lists five reasons, the most important of which are errors of logic, 
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nomics and that of modern price theory is that the former, because it 
poses in the first instance a quite different set of questions from the 
latter, focuses attention on a different set of mechanisms; while the 
latter focuses attention on relationships internal to the market, the for- 
,mer depicts these “relations of exchange” as being themselves deter- 
mined by “relations of production’’ (i.e., institutional and class fac- 
tors). In other words, not enly does it by implication deny that certain 
of the quantities that figure as independent variables in “‘marginalist 
theory” are independent, but, at the same time, it asserts that the 
equations of which this theory consists omit all reference to the most 
important sequences of events that determine economic change. 

I have said that it was not my intention to deny the undoubted uses 
of “‘marginalism” regarded as a technique of analysis for certain pur- 
poses. In this sense there is, of course, no necessary rivalry between it 
and either the classical or the Marxian systems; no reason why it should 
not be employed to add refinement to the latter. But “‘marginalism” 
is not only a tool of analysis fashioned out of certain mathematical con- 
cepts that are not the special creation of economic events; it is also a 
system of operative ‘“‘mechanisms’”’ claiming to depict in a deterministic 
way the behavior of actual economic events. Most modern price theory 
strikes me as being rather like the quantity theory of money: it can 
be stated in a form in which it is unimpeachable, while at the same 
time telling one little of importance for practical prognosis; but it has 
generally masqueraded in a form in which it tries to say something 
substantial about the actual sequence of events, and in this form it is 
wrong. Regarded as what Mr. Lerner terms “the pure logic of choice,” 

‘it is probably unimpeachable. In the analysis of particular price prob- 
lems and of certain aspects of short period and of monopoly problems 
it doubtless has some important, if limited, things to say. But when 
it assigns to demand in some sense a causal priority in shaping the 
course of economic events, of which some version of the doctrine of 


difference of assumptions, and insufficient evidence. But the most fundamental 
reason for controversy does not seem to figure in this list, at least not explicitly: 
namely, disagreement as to whether the assumptions chosen are the significant 
,ones, whether, in fact, they suffice for the conceptual model to be an adequate repre- 
sentation of how the economic system works. In one sense, of course, this may be 
called a disagreement over assumptions; but it is not necessarily a dispute as to 
whether certain assumptions are “true” or “untrue,” but whether the isolation of 
the chosen factors, and hence the degree of approximation, is justified by the char- 
acter of the total situation. 
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“consumers’ sovereignty”’ seems to be an inevitable corollary, or to 
“productivity” a special causal significance in determining distribu- 
tion, or when it postulates a state of equilibrium of situations that are 
characterized by a considerable degree of instability in the real world, 
it is to be criticized as obscurantist. 

The importance of Marx’s approach, which I tried to emphasize, is 
again connected with a point of substance and not of formal technique. 
His use of the labor theory of value implied the construction of a dif- 
ferent set of mechanisms. The material statement implied in the labor 
theory concerns the distinction between human activity as a unique 
factor and other so-called factors of production and, hence, as corollary 
of this distinction, the contrasted character of income from work and 
from property. (It is in this sense that I described this theory as being 
an essential basis for any notion of surplus—a statement that Mr. 
Lerner disputes—since, unless this distinction is postulated, there is no 
ground for denying the “‘necessary”’ character of payments to the own- 
ers of other factors of production as essential costs.)3 In other words, 
the labor theory of value, and the constructions built out of it, rested on 
the implicit postulate that human productive activity is unique as a } 
social cost. At any rate, this is what I should regard as its substantial 
importance. And if one accepts this qualitative statement as correct, 
one must surely regard it as sufficiently fundamental to affect the 
whole shape of economic events and their movement and to determine 
the mechanisms that economic theory is to treat as being of central 
significance; for example, the Marxian emphasis on the profit rate as 
being the crucial governor of expansion and contraction of the system 
or on the role played by the “industrial reserve army” as an essential] 
prop to a specifically capitalist “mode of production.” Mr. Lerner 
would probably not wish to quarrel with such a statement, even 
though he might relegate it to the category of “‘sociological’’ considera- 
tions. But he denies that it has any right to masquerade as a theory 
of value, which, he declares, it is not (p. 560). If he means by a “theory 
of value” a complete explanation of particular prices—i.e., of the rela- 
tive prices of individual commodities—then he is, of course, right. But’ 
it surely remains a theory of value at a certain level of approximation, 


3 Hence the theory of surplus value is certainly not confined to the “tautological 
statement that property-owners appropriated to themselves that part of the pro- 
duction that did not go to the workers,” as Mr. Lerner declares: it included the 
statement that this appropriation was for institutional reasons only and not for) 
reasons of productive necessity. 
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and at a level of approximation that suffices to embody a number of 
essential truths, particularly in connection with the theory of distribu- 
tion? Denial of this seems possible only if one holds the belief that a 
theory of value which has realistic meaning can be constructed quite 
independently of those sociological factors that determine the dis- 
tribution of income. Here we return to an issue that I should regard as 
essential for an understanding of the relation between Marx and the 
classics. It is a commonplace, that in interpreting the past there is an 
inevitable tendency to read back into the past our own contemporary 
modes of thought; and in reading the thought of the Ricardian age it 
has been the general tendency to cast their problems in terms of the 
thought of today. Since modern economic thought has come to con- 
| ceive of the problem of relative prices as capable of being separately 
solved, given, of course, certain assumptions about the supply of vari- 
ous factors and technical conditions, and, after it, by “imputation,” 
the problem of distribution, the method by which Ricardo and Marx 
tried to forge a theory of profit has been declared to be invalid because 
it could not furnish a simultaneous solution to the problem of particu- 
lar prices. But it is clear that Ricardo, perhaps rather dimly, and Marx, 
more explicitly, regarded the problem as standing in the converse 
order; regarded a satisfactory theory of particular prices as depending 
jon a theory of distribution—in particular a theory of profit—as a prior 
condition. Hence, for Marx, the qualitative nature of profit, and hence 
the factors on which changes in it mainly depended, was the first prob- 
lem; and to provide some answer to this, admittedly by a method of 
approximation on highly simplified assumptions, was an essential 
ground story for the theory of particular prices in his Volume III. For 
him Volume III alone without Volume I would have been, like the 
theory of J. S. Mill, something hanging in the air. True, in his Critique 
of Political Economy he spent some time stressing the interdependence 
of production, distribution, exchange, and consumption. But it was 
clearly the crux of his method that he thought that there was an im- 
portant sense in which “relations of production,” determining the dis- 
tribution of income between classes, were, in a causal sense, prior to 
“relations of exchange.” And it is this emphasis to which I am urging 
that we need to return. 

Mr. Lerner seems to admit that the notion of surplus must play a 
key role, at least in a theory of distribution. But he suggests that a 
sufficient criterion is whether a certain payment is “necessary” or 
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“non-necessary.”” Presumably the notion of something that is “non- 
necessary”’ is contained in any notion of surplus and might almost be 
said to be a part of the latter’s definition. As he himself shows, how- 
ever, the meaning of such a term varies widely with its context, and in 
introducing us to his own idea of surplus, capable of being expressed in 
“marginalist” terms, he leaves us with something that is in many re- 
spects vague and which differs substantially from Marx’s “surplus- 
value.””4 

Mr. Lerner’s attempt seems to fail because it falls between two 
stools. On the one hand, he is searching, apparently, for some notion | 
that will have a universal validity applicable not only to a capitalist | 
society. On the other hand, the notion he employs seems to be too 
contingent to have much value as a differentiating term, changing its 
reference with the length of period or the degree of generality of the 
problem on which attention is focused. By contrast, the virtue of 
definiteness, as well as of concreteness, in Marx’s notion of surplus con- 
sists precisely in the fact that it is relevant to a particular institutional 
complex, capitalism, with its capitalist-laborer relationship, and that it 
focuses attention on the crucial contrast between human activity as a 
productive agency and ownership rights over property as a mere ac- | 
quisitive agency. What Mr. Lerner seems to regard as a defect of | 
Marx’s notion of surplus—its restricted institutional reference—I 
should regard as its principal virtue. True, there may be other forms of 
surplus, which in other contexts it may well be important to study. 
But it was an analysis of the capitalist mode of production with which 
Marx was concerned, and in our contemporary society there can be 
little doubt that it is surplus value as Marx defined it which has out- 
standing importance, transcending in importance wage inequalities, 
for example, due to differences of opportunity inside the labor market. 
In the world of today Marx’s form of exploitation is, surely, to be re- 
garded as exploitation par excellence. I do not feel quite sure to what 
kind of concrete distinction Mr. Lerner’s definition would lead us. 

« Mr. Lerner is clearly wrong in stating that “this notion of surplus can be recog- 
nised as nothing but a more precise form of the Marxian concept.” The “refined” 
notions of surplus that he uses not only do not go beyond the restricted sense in 
which Marshall used the term, which included some element of “abstinence” as a 
cost and was defined in terms of the elasticity of supply prices, but are cast in terms 
of opportunity cost and treat the “sacrifice of a future use for a present one” as 


being “‘as real and necessary a social cost as the amount of the product that has to 
go to the worker to enable him to do his work” (0. cit., p. 564). 
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While in some sense or other payment for “‘sacrifice of the future”’ is 
apparently classified as a “‘cost payment,” his suggestion that any in- 
come above what is necessary to efficiency can be treated as a “‘sur- 
plus” seems to lead to the practical conclusion that all inequality, or all 
inequality beyond a certain range or outside a certain type, is to be 
classified as “exploitation.” I am aware that the notion of inequality, 
from whatever source, as an inherent evil is the traditional ground of 
what one may perhaps call the liberal-anarchist ethic, and such an 
ethic must necessarily treat with equal criticism a socialist system 
where inequality of work incomes still prevails and a capitalist system 
where inequality arising from the existence of property incomes pre- 
vails. Perhaps Mr. Lerner’s real desire is to find a definition that will 
fit some principle of this kind. But the fact remains that inequality due 
to the existence of property incomes, and a fortiori of the concentration 
of property in a few hands, is something essentially different, both 
quantitatively and qualitatively, from inequality which has its origin 
inside the labor market itself, and one would have thought that a no- 
tion of surplus that emphasized rather than blurred this contrast had 
the prior claim to a place in economic and social theory. 


A FURTHER NOTE 


ABBA P. LERNER 
Columbia University 


and looking again at Mr. Dobb’s book, I should like, in lieu 


‘e reading Mr. Dobb’s note, re-reading my own article, 
of a rejoinder, to summarize the issues as they now appear 


to me. 
1. Modern economics does not have a “subjective” theory of value. 


What distinguishes it from classical political economy is that the ap- 
plication of marginal technique has yielded a satisfactory answer to the 
problem of price determination and has therefore disposed of the 
conundrum whether it be the subjective or the objective elements— 
which blade of the scissors—that is “primary” or “more fundamen- 
tal.” “Subjective” as well as “objective” theories of value are inevita- 
bly found, on closer examination, either not to be theories of value at 
all or else to be false. The single-bladed scissors won’t cut. 
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2. It would be fine if the system of interdependencies of modern 
economic theory could be extended to include socio-economic mecha- 
nisms. It would be a great advance to bring in the effects of factor 
earnings on personal and class distribution and the concrete effects of 
this distribution on the nature of demand and on the development of 
society and its institutions. To suggest such an objective was a great 
idea of Marx’s. Marx also had some brilliant intuitions in this direc- 
tion which he tied up, none too closely, with the labor theory of value. 
But that the use now of this obsolete and false theory of value can help 
to achieve such desirable results remains an implausible and certainly 
undemonstrated assertion. 

3. The examples given by Mr. Dobb of cases where “‘marginalism’’ 
is alleged to be obscurantist (see pp. 254 f.), like some of those brought 
up by “Institutionalists,” do indeed show something wrong. But what is 
wrong has nothing to do with ““marginalism.”” Unfortunately the avail- 
ability of marginal analysis is no unfailing specific against bad eco- 
nomics. 

4. Mr. Dobb finds that I am “clearly wrong’ in stating that my 
notion of surplus as a “non-necessary payment” can be recognized as 
nothing but a more precise form of the Marxian concept of surplus 
value. He wishes to reject it as too “contingent” because it “changes 
its reference with the length of the period or the degree of generality of 
the problem on which attention is focussed.” 

It is true that the contingency or relativity of the concept is a 
bothersome quality. It is difficult for students who are unaccustomed 
to abstract thought to get to understand and handle the concept 
But the nature of the universe cannot be altered to make its study 
easier. 

If there is any sense at all in giving the name of “surplus value” to 
the incomes of capitalists and landlords it must be because such pay- 
ments, unlike the subsistence wage of workers, are not technically 
necessary to enable production to go on. They are merely the results of 
the institutions of capitalist society—institutional revenue. Any analy- 
sis which pushes its refinement to the length of going beyond the 
dichotomy of income receivers into “subsistence wage earners” and 
“capitalists” must recognize that surplus is a relative concept. The 
complications may be a nuisance, but that is the nature of the beast. 

5. The point of substance behind the question of the usage of the 
word surplus either in my “contingent” sense or in the more tangible 
senses of Marx and Mr. Dobb lies in the dialectical process whereby 
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the purpose served by this usage turns into its opposite. Karl Marx 
used that definition of “surplus” a long time ago to bring out the reality 
underlying the formal relationships of exchange—to show that while 
the forms of exploitation known as slavery and feudalism were dis- 
appearing, the substance of exploitation could remain in the new form 
of appropriation of surplus value called capitalism. Maurice Dobb uses 
it now to direct attention from the underlying reality of continued 
exploitation of man by man in stressing the obsolescent form of 
capitalist exploitation in an epoch where newer forms of exploitation 
are being energetically developed. Such a stress on what is now an old 
form of exploitation makes it easier for the new exploiters to pass off 
the change as the final abolition of all social injustice. 





BOOK REVIEWS 


Capital Consumption and Adjustment. By SOLOMON FABRICANT. New 
York: National Bureau of Economic Research, Inc., 1938. Pp. xx+ 
271. $2.75. 

In recent times, some economists have followed Mr. Keynes in em- 
phasizing the importance of gross rather than net income and invest- 
ment as a measure of the nation’s economic activity. Yet they will 
probably agree that to measure “capital consumption” in order to 
arrive at estimates of net income and net investment is not merely 
playing with figures. If a statistician, having derived from data on 
family budgets and income distribution a relationship between na- 
tional income and savings, wants to check it directly from data on 
national income and savings, will he use the gross or the net data? It 
is hard to believe that wear and tear of equipment does not influence 
the decisions of the entrepreneurs and consumers, however small, as 
to the use of their resources even if they may know nothing of modern 
accounting. 

Dr. Fabricant defines capital consumption as “the current value of 
durable goods used up in production” (p. 19); durable goods being 
those which “are ordinarily employed in their ultimate use for more 
than one year” (p. 3) and production being understood to include all 
production of services (government property, dwelling houses, auto- 
mobiles; furniture has been excluded merely because of statistical 
difficulties). “Capital consumption”’ is distinguished from “‘capital ad- 
justment,” i.e., from the revaluation of capital and the unforeseen 
destruction or creation of productive resources. The reason for this 
distinction and for the occasional crediting or charging the nation’s 
capital account without affecting its income account for the current 
year, has not been made clear enough to dispel at once a theoretical 
objection. Since capital frankly derives its value from the expected 
returns, it appears difficult not to regard, say, a diminution in these 
expectations—their revision on the part of the marginal buyers and 
Sellers of assets—as a dissaving and to charge it, as with any other 
dissaving, to the income of the year in which it occurs. The only 
answer, and a sufficient one, would be this: We want to exclude, or 
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“smooth out,” shortlived expectations and freakish accidents, to meas- 
ure the order of magnitude of certain relatively constant characteristics 
of the community. This would also justify the author’s unwillingness 
to deal with “intangible” assets. Of course, the border line between 
the “ordinary”’ fire losses and the earthquake and fire of San Francisco 
is arbitrary (and, on pp. 37-41, the author does not seem quite sure 
about the line to take in such a case); arbitrary is also the border line 
between the slow changes in the prices of construction goods, which 
Mr. Fabricant studies carefully in his computations, and the swift 
fluctuations in the real estate market, which he ignores. Yet, this 
preselection of relatively smooth data is less arbitrary and has more 
economic meaning than its frequently used alternative, mechanical 
smoothing of results derived from strongly fluctuating data. 
Dependent as they are on accounting usage and on legal require- 
ments of taxation and other authorities, the statistical data on de- 
preciation, depletion, and maintenance costs had to be revised to con- 
form with the author’s definition of capital consumption: the “ac- 
counting measures” (Table 29) must be transformed into “economic 
measures” (Table 30). This required a scrutiny of the accounting 
methods, based on a sample of corporate reports to the Security and 
Exchange Commission. The study (chap. v) gives most interesting 
and in many respects unique information. The influence of the ac- 
counting habits on the businessmen’s behavior; the influence of the 
state on the accounting practices; the causes of, and sometimes the 
reasons for, the conservatism and skepticism of business toward more 
refinement and precision in accounting—all this is subjected to brilliant 
and suggestive remarks. Of immediate importance for his computa- 
tions are two facts: (1) a vast majority of reporting concerns used the 
original cost (book value) of assets as a basis for depreciation charges 
(p. 73); (2) their prevalent method was to distribute the depreciation 
charge evenly through time, the straight-line method (p. 65). There- 
fore, to obtain from published data the “‘current value of durables 
used up in production” the author had to substitute current prices for 
original costs, and the “service-output basis of allocation” of the de- 
preciation charge (taking the accruing interest into account) for the 
straight-line method. Lack of data prevented him from performing 
the latter task in detail; he acquitted himself of the former by estimat- 
ing very thoroughly the age composition of durable goods in existence 
at a given time point and hence the relative weights of goods acquired 
in years of high or low costs. The depreciation of the book value could 
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thus be translated first into prices of a basis year (1929) and then into 
current prices. The resulting time series accentuates the peaks (1920 
and 1929) and troughs (1922 and 1933) of capital consumption more 
strongly than the original series. Yet, with depreciation figures still 
based mainly on the straight-line method, the series naturally shows 
great stability compared with national income: expressed in 1929 
prices, gross income fell in 1929-33 by 4, while the depreciation and 
depletion charge (on business, housing, and government property) 
fell from 1o to g billion dollars. The author estimates tentatively 
(p. 199) that the depreciation charge in 1933 would have been another 
40 per cent or “more than 2 billion’ less if the “service-output basis” 
had been used. (This estimate is not explained very clearly and seems 
to refer to business only.) Also (p. 167) the depreciation of the short- 
lived automobiles and the maintenance and repair costs (in public 
utilities) fluctuate strongly with income—each of these items falling 
during 1929-33 from 2} to 14 billion; although this is partly due to 
“over- and under-maintenance”’ in boom and depression respectively. 

It is impossible to do justice to all the interesting sidelights and by- 
products in Mr. Fabricant’s book. We may only mention his discussion 
of the maintenance-depreciation ratio in housing and elsewhere, his 
judicial use of data on capital consumption in agriculture, and his 


tentative survey of governmental assets, a subject which has recently 
attracted much attention. The results and methods outlined by Mr. 
Fabricant will remain among the essential elements in the rapidly ad- 
vancing mapping of economic magnitudes—a task by performing 
which the National Bureau of Economic Research is so successfully 
contributing to making economics a science. 


J. MaRSCHAK 
Institute of Statistics 


University of Oxford 


An Approach to a Price Theory for a Changing Economy. By Moses 
Asramovitz. (“Columbia University Studies in History, Eco- 
nomics, and Public Law,” No. 453.) New York: Columbia Uni- 
versity Press, 1939. Pp. 158. $2.50. 

Whatever the merits or defects of this little book, it is at least 
part of an important movement in the development of economic analy- 
sis. It has long been evident that before much progress can be made 
in the analysis of the movement of economic variables through time, 
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a more thoroughly quantitative integration of the time-quantity into 
our analysis was necessary. Particularly is it necessary to expand the 
theory of the individual firm to the point where it can take clear, 
quantitative account of time as an explicit variable. The analysis of 
the Cambridge school, from which the modern theory of imperfect 
competition is derived, assumes that a firm is an organization buying 
inputs and selling outputs in a continuous flow at a constant rate and 
that therefore its task is to maximize the difference between the flow 
of income from the sale of outputs and the flow of outgo from the pur- 
chase of inputs. This type of analysis neglects the peculiar nature and 
functions of capital altogether, as it neglects the fact that in reality 
inputs and outputs are not flows but are quantities with definite time- 
positions, or dates, attached to them. Consequently the “Cambridge” 
analysis is not well adapted to the explanation of the form which is 
taken by time-series of economic variables and in particular is not 
well adapted to the explanation of the trade cycle, if any. With this 
problem in view Dr. Abramovitz sets out to do two things: to push 
the older demand-and-supply analysis as far as it can go along the 
lines of the explanation of change and to provide a new approach, 
based on a theory of the firm which takes account of the time-position 
of the variables involved. 

The first part of the book follows the lines laid down by Professor 
Schultz, Mr. Kaldor, and others. It contains an exposition of the 
now familiar “cobweb” theorem and a detailed application of the 
concept of “‘velocities of adjustment.”” In the second part Dr. Abramo- 
vitz elaborates his theory of the firm on the basis of the assumption— 
again by now familiar—that the businessman seeks to maximize the 
present value of the future net payments pertaining to his business. 
Perhaps the most valuable part of the discussion here is the considera- 
tion of what rate of discount it is appropriate to use in calculating this 
present value. Finally, as we might expect, we have a closing chapter 
on the application of the theory to the problem of business cycles, in 
which the conclusion—again familiar—is reached that business cycles 
are due mainly to faulty anticipations by businessmen in regard to 
their investment program and that the well-informed businessman 
would plan his investment counter to the general trend. That is to 
say, the way to make profits is to plan for investment at, or just 
before, the bottom of the cycle and to plan for disinvestment at the 
peak. If enough people did this there would, of course, be no cycle. 
The author does not emphasize what is perhaps an important 
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element in the cycle—the incoming of new, rash, untried entrepreneurs 
toward each peak and their disappearance in each trough. He often 
seems to assume that the businessman is immortal. 

It is unfortunate for Dr. Abramovitz that his book should have 
appeared at the same time as Hicks’s Value and Capital, for the appear- 
ance of a masterpiece is bound to overshadow any “approach” or 
interim report such as this which covers about the same field. Never- 
theless, the specialists, for whom this book is presumably written, 
will find its perusal profitable. However, it might have been still more 
profitable had it been condensed in article form. 

The book is marred by some misprints and slips of grammar (e.g., 
on pp. 127, 130, and 133), and by a certain lack of mathematical 
understructure. It is stated, for instance, that the long-term rate of 
interest is the “‘product”’ of the short-term rates in the relevant years, 
and in the footnote on page 85 that if i is the rate of interest on 
ten-year loans and f;, 72, . . . . 7 are the expected rates in each of the 
next ten years, a speculator will continue speculative operations until 


#=C’ (1 +7;:) (1 +17) ....(1 + fw), 
where C’ is a “caution factor.”” The correct formula should be, 
(r+ 4)" =C’ (1 +17,) (1 +7.) .... (1+ fw). 


KENNETH BovULDING 
Colgate University 


The Finance of British Government, 1920-1936. By Ursuta K. Hicks. 
New York: Oxford University Press, 1938. Pp. xi+391. $4.50. 
This is the sort of a book that has long been needed in the field of 

public finance. It is one that every student can read with both pleasure 

and profit. 

The volume, following a skilful Introduction devoted to a summary 
of significant facts concerning budgets, chancellors and their problems, 
is divided into three main parts, dealing with expenditure, taxation, 
monetary policy and the debt. Emphasis is placed upon the economic 
aspects of these fiscal problems rather than upon the description of 
facts or events. Among the subjects dealt with under the heading of 
“Expenditure” are outlays for social services, grants-in-aid, the financ- 
ing of industries, public investment, highway expenditure, and local 
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rates and their control. Public expenditure as a cure for unemployment 
is also analyzed. The section on “Taxation” contains a discussion of 
the structure of the English tax system, an analysis of the economic, 
cyclical, and distributional effects of taxation, as well as a chapter on 
balancing the budget. The final division of the book, ‘““Monetary Pol- 
icy and the Debt,” is composed of five chapters dealing with the mone- 
tary setting, war borrowing, deflation and repayment, the gold stand- 
ard and the debt, and conversion and easy money. The book is il- 
lumined throughout with numerous charts and tables, all of which 
are carefully integrated with the discussion. Several appendixes with 
summary information have been added for good measure. 

Mrs. Hicks has shown good judgment in the topics selected for dis- 
cussion. Her analysis has been brilliant and thoroughgoing. This 
makes the task of a reviewer doubly hard. About all that can be done 
by way of critical comment, therefore, is to call attention to minor 
points and present divergent points of view on things that hardly 
matter. It is my hope that we shall have more such volumes from 
Mrs. Hicks. 

The chapter on “Public Investment” (chap. vi) presents many in- 
triguing problems. Mrs. Hicks indicates that some writers think that 
public investment may be tending to displace private investment. 
Whether this is true is not indicated. The author is of the opinion 
that “one type of borrowing and spending is as good as another if it 
is equally effective in depression in dispersing overgrown bank bal- 
ances and stimulating the demand for labour and equipment” (p. 105). 
The amount of public investment is conditioned, she tells us, by the 
“subjective valuation of its [community] satisfactions in relation to 
other ways of spending money” (p. 105), by the effects of debt service, 
and “‘the extent to which the community is prepared to apply its re- 
sources to durable equipment bringing in a return only over a course 
of years, rather than to present satisfactions” (p. 105). She also says 
that “more objective economic criteria are available for determining 
the correct allocation of resources between different types of invest- 
ment, analogous to those used in private investment” (pp. 105-6). 
But outside of the profit yardstick it is not clear just what other 
factors Mrs. Hicks has in mind. She does talk about profits from 
public industries and about “costs” but does not indicate the precise 
items to be considered as making up costs. In view of the state of the 
literature in public finance as to what is included in “‘service at cost,” 
it is to be regretted that the author did not discuss the subject more 
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at length. She likewise passes over, except for a statement of British 
tendencies, the question of the contribution of industries to local 
treasuries. Different pricing policies for the industries—most of them 
being monopolistic—are identified. Between those operated for rev- 
enue motives and those, such as picture galleries and museums, oper- 
ated to provide services free or at nominal cost, an intermediate group 
is identified, in which output is extended only as far as the point where 
cost is just covered. At this point Mrs. Hicks indicates a significant 
difference in cost or price policies for public as compared with private 
industries: 

The monopolist will therefore reduce his total profits if he puts on the 
market any unit which does not more than cover its costs. The public 
authority, however, is satisfied if it covers costs on balance. This policy, 
therefore, implies selling as large an output as possible, consistent with cover- 
ing (long-period) average costs [p. 115]. 


Since marginal cost is of so little import to public industries it would 
seem to make for rigidity in public prices and to ignore responses to 
elasticities in demand so useful in private business for the allocation 
of resources. Mrs. Hicks continues: 

There is only one amount and one price (with given costs and demand) 
which will satisfy the condition of covering average costs on the largest pos- 
sible output. If it follows this policy, the public authority is deliberately 
neglecting its monopoly power. Hence public control will (owing to the 
difference in policy) frequently give a larger output at a lower price than 
would private enterprise under such competitive conditions as the nature of 
the service allows. 

The policy of making neither profit nor loss on trading services which are 
not conducted as primarily social enterprises should thus be the cheapest 
method of giving the community the largest possible real income in the par- 
ticular line of investment, and should also be completely neutral as between 
different consumers” [pp. 115-16]. 


The amount of local borrowing is not regarded as embarrassing by 
Mrs. Hicks (p. 119) although in certain areas this is not true. That 
local debts are not heavier is ascribed to the supervisory jurisdiction 
of the Ministry of Health (p. 119). 

When discussing whether capital expenditure should be financed 
out of loans or out of taxes, it is suggested that “for the public author- 
ity to invest current income in durable equipment is in fact to raise 
a forced loan from the taxpayers,” (p. 122) although this may appear 
to be the cheaper course in the long run. The term “forced loan” 





268 BOOK REVIEWS 


seems to be used improperly. If the government invests its tax re- 
ceipts in durable equipment, the transaction seems to be a case of 
forced saving rather than a forced Joan. 

Mrs. Hicks favors the financing of investments during booms from 
taxes but in depressions “‘taxes [are] clearly a movement in the wrong 
direction” (p. 123, also chaps. xvii and xviii). The alternate expansion 
and contraction of borrowing during depressions and booms is re- 
garded as the way to get funds at the cheapest possible price (p. 126) 
and as a desirable public policy (p. 341). A number of suggestions are 
made for the improvement of budgetary techniques with the hope 
that they will improve cyclical fiscal policies (see chaps. xvii and 
xviii). 

For those who have been advocating the determination of the term 
for loans on the basis of the life of the improvement, of which the 
champions in local finance are almost legion, it is we!l said: 

Not only is such traditional sinking fund policy largely obsolete, but the 
nominal “lifetime” of the equipment has little or no economic significance. 
The economic criterion requires merely that the equipment should be fully 
written down within its economic life, which is determined by such factors 
as technical obsolescence, and changes in the size of the market [p. 125]. 


Unfortunately for the debt administrator, many of these factors are 


not foreseeable nor can their appearance often be predicted. The life- 
of-the-improvement term, therefore, can only be regarded as a maxi- 
mum, which prudent fiscal officers should shorten as much as possible. 
The “economic-life” rule is sound advice. 

To American students of state and local finance, the chapter on 
“Roads” (viii) will be interesting. In our economy public roads have 
long bulked large. In Great Britain, with 50 per cent more vehicles 
per mile of road than in the United States (p. 133), the description 
of highways runs in terms of “bottlenecks, blind corners, level-cross- 
ings, narrow streets through market-towns, . . . . the last government 
to be interested in through road communication was the Roman.” 
To present authorities Mrs. Hicks gives sound economic counsel. Im- 
portant topics such as priorities in construction, the speed of building, 
the life of loans, who should borrow, maintenance, obsolescence, divi- 
sion of costs between types of vehicles and kinds of governments are 
all considered. Road construction is seen as a field ripe for British 
planning and a place where cyclical expenditure can be undertaken. 
The small proportion of British highways financed out of loans leads 
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to the recommendation that highway borrowing be increased (pp. 144- 
45, 285). 

The chapter on “Financial Control of Local Policy” (chap. x) pro- 
vides much meat for discussion. The author regards auditing and re- 
porting—called “‘statistical return”—as of little importance as a meth- 
od of directing expenditure (p. 172). Grants are viewed as a much 
more important means of controlling both expenditures and debts, 
but even the stimulating effects of grants tend to wear away as govern- 
ments continue to receive them. Lump-sum grants are believed to be 
more stimulating to local expenditures than percentage grants, since 
they throw “‘the onus on central funds.” The certainty of block grants, 
the author believes, makes a stronger budgetary appeal to localities 
than percentage grants. In England, as elsewhere, the localities clamor 
for increased grants. As they get them they decrease their ability to 
plan their expenditures. “.... When grant receipts more than equal 
rate receipts, a position is reached in which services which are not 
grant aided tend to be neglected by the local authorities, and hence 
the rate of progress .... becomes uneven” (p. 176). Mrs. Hicks also 
indicates that if uniformity of development—or equal stimulation— 
is to be secured in areas with unequal resources, the grants will have 
to be distributed on a “differential basis” (p. 173). Grants from urban 
communities to rural areas are envisaged as a phase of the reorganiza- 
tion of local governments: 

Would it not be possible for all urban areas to pay a contribution to the 
counties in which they were situated—fixed perhaps on a population basis— 
in compensation for the county services they enjoyed—such for instance as 
road connexions brought to their gates from all sides [p. 180]. 


In America the urban payments of (state) gasoline taxes built most 
of these connecting highways. In most states, too, urban citizens and 
their property are taxed for county (rural) purposes. Urban grants-in- 
aid are hardly appropriate for most American conditions. 

The author finds that the central control over local borrowing has 
not been used to effect any economic policies, nor is it believed that the 
methods of control are adapted to cyclical policies. Control has meant 
delay in the realization of capital investments, but overborrowing has 
been prevented. “‘.... the only method by which the tempo of in- 
vestment can be fully regulated is by some form of control of expendi- 


ture” (p. 175). 
Unemployment, unemployment expenditure, and public expendi- 
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ture as a cure for unemployment are considered in three chapters. 
The dole is regarded as the cheapest form of relief (p. 196) but hardly 
adapted for long periods of widespread depression (p. 198). Public 
works expenditures, in spite of difficulties with them, are favored as 
one instrument of cyclical finance. Investments in telephone and elec- 
tric utilities “might reasonably be expected to pay for themselves 
eventually” (p. 225). Highway expenditures and a large housing cam- 
paign are suggested as desirable socially (p. 198)—even if they involve 
debt increases. The function of relief work is recognized, and though 
digging holes and filling them up “‘is as good as any other method” of 
distributing consumer income, and though proper types of work are 
suggested, Mrs. Hicks is of the opinion that it is “probably wiser to 
keep them strictly as a depression resource and abandon them im- 
mediately on the revival of prosperity” (p. 227). The author also sug- 
gests that one of the means by which private investment may be 
stimulated is through the government guaranty of loans. She cites 
the Railway Finance Corporation as an example. This policy has al- 
ways been attractive, but American history, at any rate, is replete with 
examples of cases where well-laid plans have gone awry. The govern- 
ment guaranty of railway loans accounts for the present ownership 
of the Canadian National Railway by the Dominion of Canada. As 
an alternative to subsidies for operation or construction, the guaranty 
may be preferable, but as to the cost of each no generalization can be 
made by the reviewer. If the alternative is between relief work and 
guaranty, the decision may well be with the latter. As an alternative 
to public works it may be queried whether the guaranty would furnish 
sufficient stimulus to full employment, but as Mrs. Hicks indicates, 
“So far indeed no country has succeeded in carrying out a theoreti- 
cally ideal public works policy on a large scale... .” (p. 229). The 
difficulties encountered in following various policies are carefully pre- 
sented. 

The chapters on taxation describe the English tax system and the 
economic effects of the revenue measures employed. Cyclical and dis- 
tributional effects are emphasized. The author devotes considerable 
space to consumption taxes. Her conclusions differ little from those 
of other reputable scholars. She is critical of the recent policy of the 
government to substitute taxes on goods with elastic for those with 
inelastic demands; she is critical of the trend to tax the factors of pro- 
duction and of the tendency to increase income and capital taxes. 
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Although the superiority of the income tax over other taxes is con- 
ceded, Mrs. Hicks feels that it is “desirable, at any rate from the 
long-period point of view, to include some proportion of consumption 
taxes in the structure” (p. 252). Such taxes are regressive, it is true, 
but a decrease in regression is reputed to have taken place since the 
World War (p. 274). Moreover, receivers of income in the “lower- 
middle-class” have had their position improved “‘by the evolution of 
the tax structure.” It is said, too, that “the income tax does not be- 
come an appreciable burden until some way further up the income scale 
than the point where the main consumption taxes cease to be burden- 
some” (p. 274). The regression in the taxation of the lower-income 
groups is considered the most serious drawback to a socio-economic 
fiscal policy (p. 272). The analysis of the distributional effects of 
taxation is one of the high points in the book, but the conclusions as 
to tax shifting which are made here are not altogether satisfying. The 
nature of the incidence of particular taxes seems to be too readily, and 
sometimes arbitrarily, assumed. For example, Mrs. Hicks thinks 
that normally the employers’ insurance contributions “should prob- 
ably be attributed to the consumers of the final product—or to the 
owners of the business” (p. 267). In “certain cases” she does think 
“the eagerness of labor for employment” (p. 267) may permit the 
shifting of these taxes to wages. The incidence of income and capital 
taxes “is a simple matter” (p. 267). They fall “on the de jure payer, 
whatever after-effects the community may subsequently experience 
as the result of alterations in his propensity to consume or invest” 
(p. 267). 

Every student of public finance should certainly read the final 
section of this book—‘‘Monetary Policy and the Debt.” It clearly 
indicates the growing interrelationship between monetary policy and 
public finance (pp. 310-12, 358-59). The economic consequences of 
external borrowings are presented (pp. 312-14); a greater proportion 
of taxes in financing wars is recommended (p. 324); the problems of 
handling debt maturities are carefully considered (chaps. xx, xxiii); 
the practice of investing social security funds in government stocks is 
question (pp. 370-71); prompt but cyclical debt repayment is advo- 
cated (see pp. 341, 356-57). The volume is a welcome addition to the 


literature of public finance. 
Smmeon E. LELAND 
University of Chicago 
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Cost of Government in the United States, 1935-1937. By Lewis H. 
Kimmet. (“National Industrial Conference Board Studies,” No. 
240.) New York: National Industrial Conference Board, Inc., 
1938. Pp. xv+163. $3.50. 

The present volume is the thirteenth in the National Industrial 
Conference Board’s series of studies on the “Cost of Government in 
the United States.”’ Not everyone will share the Conference Board’s 
bias against public spending, but this, after all, is immaterial. The 
chief value of the present volume and of its predecessors in the series 
is that they supply the only reasonably up-to-date statistics on the 
combined fiscal operations of all levels of government—federal, state, 
and local—that are now currently available. 

In its latest study the Conference Board presents its basic data on 
public expenditures, tax collections, indebtedness, and bond issues by 
years from 1923 to 1936, inclusive. For the federal government the 
Statistics are extended through the fiscal year 1937. Expenditures, 
indebtedness, and bond issues are classified by level of government and 
in part by function or purpose. Tax collections are given by states as 
well as by levels of government. Total tax collections are expressed 
as percentages of national income. 

In addition to the basic statistics, which previous studies of the 
Board carry back to the year 1890, the present volume, like its prede- 
cessors, contains a good deal of interpretation and analysis, which those 
who prefer their own interpretations are, of course, free to reject. It 
also contains some useful new statistics, including a statement of the 
taxes paid by various types of corporations, based on federal income- 
tax returns. Another new feature is a comparison of the tax and debt 
situation in this country with that in the United Kingdom, France, 
and Germany. The final chapter deals with the fiscal problems raised 
by the Social Security Act. 

The gratifying completeness of the Conference Board’s fiscal tabula- 
tions necessitates a word of warning. The state and local figures given 
in these tabulations are in large part estimates based on partial cover- 
age, on samples, and on projections of earlier data compiled by the 
Bureau of the Census. Thus, state expenditures for 1936 were esti- 
mated on the basis of actual data for only twenty-five states. Local 
expenditures for the same year were estimated on the basis of local 
tax collections, themselves estimated, and on the basis of the ratio 
which local expenditures with certain adjustments bore to local tax 
collections in 1932. 
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The Conference Board estimates have never proved far out of line 
with similar estimates sporadically prepared by other reliable agencies. 
Their indispensability under present conditions does, however, raise 
certain pertinent questions. Why should the citizens of a country 
whose governments spend upwards of 17 billion dollars a year have to 
rely on mere estimates of the total volume of public expenditure and 
taxation? And why should they have to look to a private agency for 
this necessary information? Shortsighted parsimony has greatly cur- 
tailed both the frequency and the coverage of the fiscal data collected 
and published by the Bureau of the Census. But surely the Bureau of 
the Census could take over the function which the Conference Board 
has assumed by default with a net saving to the country at large. 


CLARENCE HEER 
University of North Carolina 


Tax Exemptions: Symposium Conducted by the Tax Policy League, 
December 28-30, 1938, in Detroit, Michigan. New York: Tax Policy 
League, Inc., 1939. Pp. viit+237. $3.00. 


The severe decline in tax revenues and increase in the burdens of 
certain taxes during the great depression have caused public atten- 
tion to be focused on the numerous exemptions from taxation granted 
under the existing laws to certain types of income and classes of 
properties. Questions have been raised as to whether some of these 
exemptions do not represent a means for an unwarranted escape by 
certain groups of citizens of their civic obligations rather than devices 
designed to promote the public interest. To shed some light upon this 
subject, the Tax Policy League arranged a symposium by a group of 
scholars and tax administrators. The results of this symposium are 
offered in the present volume. 

Professor Martin, in opening the discussion, classifies exemptions 
into four types, according as they are intended (a) to protect a mini- 
mum of subsistence, (6) to remove the state itself from the purview of 
taxation, (c) to subsidize agencies and activities which, though pri- 
vately owned, perform a public service, and (d) to encourage certain 
businesses or activities deemed socially desirable. He omits unwittingly 
a fifth class of exemptions designed to simplify the administration of 
a tax. 
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The general tenor of the book is that the existing exemptions are too 
numerous and liberal. Professor Newcomer would lower the personal 
exemptions of both the federal and the state income taxes. Professor 
Shultz would do the same with most of the exemptions granted under 
the estate and inheritance taxes. Professor Killough would provide 
for much less liberal grants of exemptions from the property tax to 
educational and philanthropic institutions in the future than is the 
common practice today. Dr. Spengler opposes the grant of exemptions 
from local taxation to public housing projects, favoring the grant there- 
to of direct subsidies instead. Mr. McCarren condemns the practices 
of some cities of luring new industry through tenders of tax exemption. 
Professor Jensen, while agreeing with single taxers regarding the bene- 
ficial economic effects of the exemption of improvements from the 
property tax, nonetheless opposes such exemptions on fiscal grounds. 
Mr. Jacobs argues against the exemption of the tangible personal 
property from the property tax, and Dr. Welch similarly argues against 
the exemption of intangible personal property therefrom. Dr. Blough 
and Professor Bradley favor the immediate termination of the exemp- 
tions of the future issues of government securities and salaries from 
income taxation. 

The only dissenting notes from this concert of opinion unfavorable 
to the continuance of most of the existing exemptions in their present 
form are sounded by Mr. McInnes, who, by implication, favors the 
continuance of the exemptions of state and municipal bonds from 
federal taxation; Professor Cline, who favors the multiplication of ex- 
emptions from general sales taxes as a means of softening some of the 
harsher features of these taxes; and Mr. Melton, who believes that 
homestead exemption in Oklahoma has, on the whole, had beneficial 
results. 

Obviously, the various papers included in the volume touch only 
upon the high spots of the issues involved. None enters into a very 
minute examination of them. This fact, however, in no way diminishes 
the value of the book, which presents a much-needed panoramic view 
of the subject of tax exemption as a whole. A carefully prepared bib- 
liography is appended. 

PauL STUDENSKI 


New York University 
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Social Control of Business. By JOHN M. CiarK. 2d ed. New York: 

McGraw-Hill Book Co., Inc., 1939. Pp. xvi+537. $4.00. 

If there had been economists in ancient Egypt, what a privilege it 
would be to compare their texts produced before and after the revolu- 
tionary experience of the fourteen years, both lean and fat, under an 
economic dictator, with novel experiments in government control end- 
ing in unprecedented taxation and a new economic order. Something 
of the sort is suggested in any comparison of the first edition of Pro- 
fessor Clark’s standard work written fourteen years ago and the second 
edition just off the press. The author has crowded into his revision a 
complete catalogue of all the doubts and dilemmas that would disturb 
a classical economist if one of them were to dare to walk in this 
troubled world. A few of them might be as philosophic as our author 
when he tells us that specialized advisers have “quite naturally” been 
drawn from the left wing of law and economics, but how many could 
have proceeded, “and the bulk of more moderate economists cannot 
denounce what used to be considered demonstrable fallacies with the 
old, whole-hearted certainty, since it has in many cases been shown 
that there is—or may be—something in them” (p. 450)? 

Superb as Professor Clark’s statement of all the issues seems to be, 
his analysis of them falls into a rut that leads almost inevitably to an 
anticlimax. He is perhaps unconsciously Hegelian. On one side he 
states as fairly and plausibly as he can the arguments of those who 
would tear our whole system down to build anew. On the other side 
he presents the case of those who believe that we live in the very 
best possible of worlds. Then, with an engaging smile, he reminds us 
that in this best possible of worlds almost all cases seem to be un- 
fortunate exceptions. So skilful is he in this type of presentation that 
a partisan might well wish that he had started with the opposition’s 
platform as the most generally accepted view. Then comes the in- 
evitable anticlimactic synthesis—that on the whole we shall do best 
to make haste slowly and modify the present system only enough to 
take care of its unfortunate exceptions. 

A very substantial part of the book is devoted to various aspects 
of law, though, of course, law is not the only means in existence for the 
social control of business. Unfortunately, however, Professor Clark 
takes his law too readily from writers on jurisprudence, the “most 
general part of law,” particularly Hohfeld. The Hohfeldian scheme 
of dividing every legal situation into component rights, privileges, 
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powers and immunities, duties, ‘‘no-rights,”’ liabilities and disabilities, 
was very much more in vogue in 1925 than it is today. That scheme 
was held by some as a novum organum. In reality, it was a very useful 
tool with which to dissect legal reasoning. It was not really a necessary 
tool, for nothing that could be discovered or well stated with its aid 
was beyond the grasp of ordinary lawyers using common sense and 
everyday language. But, assuming a scheme which permits the re- 
statement of legal propositions in precise phraseology—sometimes 
simpler and sometimes more circumlocutory than the ordinary lan- 
guage of the lawbooks—we still have in it no absolute guide to what 
the law is or what it ought to be. Lawyers using such a scheme are 
too likely to couple it with an inarticulate major premise, such as the 
desirability of a system consistent in itself, that enables them logically 
to label a rule as fitting or otherwise. Needless to say, nothing could 
be farther from Clark’s critique of law. Yet he finds a highly general- 
ized statement of the nature of legal rights adequate for his purpose 
and even helpful when he turns to an analysis of liberty and property. 
He finds both of them, in the language of the Hohfeldians, to be 
bundles of sticks rather than solid logs, and he concludes his analysis 
with the observation that ‘“‘any regulation is really a taking of liberty 
or property.” This is, of course, merely a step in demolishing the 
generalizations of those who would set liberty or property up as an 
absolute desideratum of the good society. 

Generally speaking, Professor Clark handles his law well, though 
not without falling into traps that seem to be set for the foot of even 
the most intelligent layman. He tells us that corporate directors are 
trustees (p. 154). He speaks of federal police power as if those who 
asserted its existence thought of it apart from such definite federal 
powers as the control of interstate commerce, thus giving the impres- 
sion that federal antitrust laws, for example, extended directly to 
intrastate transactions (p. 181). He speaks of receivership in most 
curious terms. ‘‘Legally,” he says, “this is an action in equity.” The 
lawyer is mildly annoyed by this mixture of the action of law and the 
suit in equity, but he must seriously take exception to the suggestion 
that receivership is or was a kind of action all by itself and express 
surprise at the notion that receivers always have the power to raise 
capital by issuing receivers’ certificates, which take precedence over 
all other claims (pp. 104-5). In one place, at least, there is a curious 
misconception of legal history that vitiates an argument. Historically, 
the position of the innkeeper among those who could claim only fair 
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compensation for services rendered is due to the preference of inn- 
keepers themselves to rely upon liens. Ames has demonstrated that 
for a long time the existence of a lien negatived the existence of a 
contract.' Innkeepers, dealing with the traveling public, quite natur- 
ally made this choice, and under it they could claim only the value of 
their services. Professor Clark assumes that the special treatment of 
innkeepers’ claims must be due to a desire of the law to protect the 
traveling public from rapacious innkeepers (pp. 178-79). The instance 
might well serve as a warning against that type of rationalization 
which attributes modern economic theories and modern motives to 
ancient legal principles. The description of usury laws (p. 479) cer- 
tainly does not make due allowance for the changes since the appear- 
ance of Ryan’s book, in 1924, which is still described as “the most 
comprehensive recent study of the subject.” Since the appearance of 
that book, the small-loan laws of the type here described as “‘unusual”’ 
have spread to thirty-five American jurisdictions. 

A fourth of the book, Part III, is devoted to one major field— 
public utilities and trusts. True, the author recognizes in his new 
Preface the inadequacy of these subjects as representative samples in 
the field of control today. But it is difficult to see where he has done 
anything to substitute what he now considers the major problem— 
that of “energizing” production—as taking the place of his typical 
example of fourteen years ago. The chapters dealing with depression 
and comprehensive control are entirely too general to serve the pur- 
pose of a closeup picture. In any event, they are far different from the 
chapters on public utilities and trusts as legal studies. To be sure, 
some very interesting legal problems are injected, particularly the 
vital one of the place of administrative law in a constitutional democ- 
racy. Perhaps the reason for the different treatment is that in this 
field which lies ahead of us there is a clearer recognition of the nature 
of law as a means to ends rather than as an end in itself. Where the 
law has already spoken, as in the protection of public utilities against 
confiscation, whether it has spoken wisely or foolishly it is easily per- 
sonified and assumed to have a will or at least a theory of its own 
which economists are free to criticize. If, however, there is one thing 
that this book demonstrates it is that control is a social and political 
matter in which the law can be used and must be used. The law has 
its limitations, and, if used unskilfully, it may become a master instead 
ofa servant. In any case, it must be used more or less on its own terms. 


* Lectures in Legal History, pp. 154, 157 ff. 
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But it affords no answer to the questions that emerge in the final 
chapter, “If I Were Dictator”—except as it throws its weight against 
arbitrary government by men, which is the essence of dictatorship. 


NATHAN ISAACS 
Harvard Graduate School of 
Business Administration 


Comparative Economic Systems: Capitalism, Socialism, Communism, 
Fascism, Cooperation. By Witt1aM N. Loucks and J. WELDON 
Hoot. New York: Harper & Bros., 1938. Pp. xiii+838. $3.50. 
Professors Loucks and Hoot are to be congratulated upon the val- 

uable didactic tool which they have contributed in a field in which no 

suitable textbook has been available thus far. As the following brief 
survey of their 800-page volume indicates, they have placed at the 
disposal of the student of contemporary affairs and comparative eco- 
nomics, in easily accessible form, an imposing array of useful informa- 
tion. Their book begins by presenting in Part I (pp. 3-29) a review of 
the role played in any economic society by such fundamental economic 
factors as the agents of production, the price system, and the mone- 
tary and credit system. This is followed by Part II (pp. 33-138) con- 
taining, after an introductory statement on the meaning and the sig- 
nificance of utopias, a detailed discussion of the work of Sir Thomas 

More, Charles Fourier, and Edward Bellamy and a concluding analysis 

of the failings and contributions of the utopians as a group. Part III 

(pp. 141-72) deals with Karl Marx and his work. There are sections 

on the life of Marx, on his theories of value, surplus value, wages, 

capital, and historical determinism and a clear concluding evaluation 

of the significance of Marxian thought. Parts IV (pp. 275-387) and V 

(pp. 391-501) deal with the theory of modern socialism and commu- 

nism and with a detailed descriptive analysis of the economy of the 

Soviet Union. Part VI (pp. 505-674) discusses the theory and practice 

of fascism and National Socialism, and Part VII (pp. 677-718) pre- 

sents a short description of the consumers’ co-operative movement. 

Each part of the volume is concluded by a chapter in which the au- 

thors give a detailed and objective evaluation of the ideas and insti- 

tutions previously described. At the end of the book there is an Ap- 
pendix containing the full texts of the Communist Manifesto, the Con- 
stitution of the Union of Soviet Socialist Republics, the Fascist Labor 
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Charter, and several other important Socialist and Fascist official docu- 
ments. 

While Professors Loucks and Hoot’s volume contains a wealth of 
information for which we must be grateful, its usefulness as a text 
would, in this reviewer’s opinion, have been considerably enhanced 
had the authors seen fit to present their material in a more elaborate 
and complete historical and ideological setting. The authors omit a 
more extended discussion of the origins and the nature of capitalism 
for the reason that, as they say in the Preface, they expect that the 
majority of students using the book “‘will have pursued an introductory 
study of the principles of the existing economy.” Even granting that 
the majority of college students using the book may have had the 
opportunity to acquire a satisfactory knowledge of the history and 
ideology of capitalism in some previous course, this reviewer feels very 
strongly that a brief restatement of the underlying philosophy, the 
modus operandi, and the main advantages and weaknesses of the 
capitalistic system as a point of departure for the discussion and evalu- 
ation of other economic systems would have been extremely desirable 
in a book which is destined to be, primarily, an undergraduate text. 
A further query which arose in the mind of this reviewer was whether 
a book which attempts to present a panoramic view of all the major 
contemporary systems of economic reform should not also have had 


something to say about the system, in many respects certainly novel 
and worthy of attention, which is now being developed in our own 
country under the aegis of President Roosevelt’s ‘New Deal.” 


WituiamM G. WELK 


College of St. Thomas 


Social and Economic History of Germany from William II to Hitler, 
1888-1938: A Comparative Study. By W. F. Bruck. Cardiff: Uni- 
versity Press Board, 1938. Pp. xv-+292. 12s. 6d. 

To write the recent economic history of any leading industrial coun- 
try in a satisfactory manner is a great task. To write that of Germany 
is simply gigantic, so much so that it seems doubtful whether even a 
genius can do anything now which is more than tentative, beyond a 
mere collection of more or less useful facts. It is one of the merits of the 
present attempt that the author is fully aware of the necessity of writ- 
ing economic history as the interpretation of the development of a 
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certain society in its economic and social aspects without neglecting 
their broader sociological, political, legal, institutional, and moral con- 
nections. Economic history cannot be a mere description of what 
“happened” economically in a certain period; its function is to deter- 
mine the development of society during that period by giving it its 
place in the stream of history—a place seen from the present and seen 
@ travers un tempérament. And if this period is the immediate past 
submerging into the present, it will be just as much an interpretation 
of the past by the present as of the present by the past. But are we 
already in a position today to give to our time that searching inter- 
pretation for which the best are still striving? Especially in the case 
of a country like Germany which abounds in complexities while its 
contribution, for good and for evil, to the general development can 
hardly be overrated? But we cannot wait indefinitely. So let us be 
charitable, even if we have the impression that a book like the present 
falls, in several respects, short of what we felt entitled to expect. 
The author—formerly professor of economics at the University of 
Miinster, now visiting professor and research scholar at the University 
College of South Wales—divides his book into four main chapters: 
the first dealing with “Elements and Forces of the Period,” the second 
with “The Era of William II,” the third with “The Weimar Reich,” 
and the last one with “The Third Reich.” Among these the first chap- 
ter is perhaps the most interesting, as it contains the general interpre- 
tation of the whole period on the background of what the author con- 
siders the main elements of the German mentality in politics and 
economics. In this respect he stresses the pervasive influence of Prus- 
sian mercantilism, of nationalist and collectivist ideologies, of the bu- 
reaucracy, and of a Weltanschauung which, deeply rooted in the in- 
tellectual, religious, and political history of Germany, is responsible 
for a peculiar scale of values and ethical criteria. In tracing these 
influences through the whole course of Germany’s economic history 
until the present day, he perceives a historical continuity which must 
not be ignored but which must also not be exaggerated. Today Ger- 
many has been thoroughly Prussianized, but Prussia was not always 
Germany, and even Prussia had her /ucida intervalla. Among these, 
the period from the Napoleonic wars to the era of Bismarck—the 
period of the Humboldts and of the liberal-minded bureaucracy from 
Motz and Massen to Rudolph Delbriick—is the most conspicuous and 
important one. Unfortunately, the reader of this book will learn very 
little about these deviations from the scheme. He will rather gain the 
impression that Germany has been invariably that of Frederick II, 
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Bismarck, Treitschke, and Adolf Hitler. Instead of overstressing some 
continuities in the development, it would perhaps have been more 
fruitful to study the circumstances which, at this or that turn, pushed 
the development in a new direction: personalities like Bismarck, juridi- 
cal acts like the tariff of 1879 or the laws on joint-stock companies, 
social facts like the population increase (hardly mentioned by the 
author),' political determinants like the dominance of the Prussian 
landed aristocracy and of the Ruhr industrialists, ideologies like Na- 
tional Socialism, etc. 

Such a study, it is to be supposed, would make rather short work of 
the mystical “inevitability” which the author claims for the develop- 
ment from earliest protectionism and interventionism to the collec- 
tivist-autarkic planning of the present regime. This alleged “‘inevita- 
bility” is all the more suspicious as the author does not conceal his 
deep sympathy with what he deems inevitable and made to order for 
the German society without giving much consideration to possible and 
well-known objections. This sympathy is expressed so often and so 
much without restraint that a malicious reviewer might call this a 
paean on monopoly, planning, and economic nationalism instead of a 
book on the recent economic history of Germany. Such an attitude, 
however, is—d titre de document—not without interest as, after 
H. Levy’s book on Industrial Germany,’ it is another striking example of 
the mentality which stood behind the modern economic development 
in Germany and which is now spreading almost everywhere, with the 
possible exception of France. Personally, knowing this mentality well 
enough, I would have preferred a sober analysis of the concrete socio- 
logical, legal, political, and technological forces which have been re- 
sponsible for monopolistic concentration and economic nationalism in 
Germany—instead of being reminded again and again that he who 
could have imagined a different and sounder development is nothing 
short of a half-wit. Here I should demand a little charity myself. 


WILHELM ROPKE 


Graduate Institute of International 
Studies 
Geneva, Switzerland 


"See on this point the interesting book by Marcel Dutheil, La Population 
allemande, les variations du phénoméne démographique, leur influence sur la civilisa- 
tion occidentale (Paris, 1937). 

? What I said in my review of Levy’s book (Economica, February, 1936) applies 
also largely to the present book. 
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Studies in the Economy of the Maritime Provinces. By S. A. SAUNDERS. 
(“Studies of the Institute of Public Affairs at Dalhousie Univer- 
sity.”) Toronto: Macmillan Co. of Canada, Ltd., 1939. Pp. xii+ 
266. $2.00. 


This is a valuable and much-needed addition to Canadian economic 
literature. Of the eight studies, one is merely a preliminary survey of 
“the geographical and physiographical background”’; one, “Basic Eco- 
nomic Problems of the Maritime Provinces,’ though containing im- 
portant material and penetrating comment, is relatively slight; and 
a third, “Trends in the Economic History of the Maritime Provinces,” 
suffers from repetition of material already dealt with in earlier parts 
of the volume. 

But the other five studies are more than important contributions to 
knowledge. Some of them at least may have far-reaching economic 
and political consequences. Dr. Saunders is very careful, very schol- 
arly, and as nearly impartial as mortal can be. Nonetheless, he cuts 
at the roots of certain ideas long and warmly cherished by large sec- 
tions of Canadian opinion, and the results, if, as, and when they reach 
the general public, are likely to be devastating. 

Two of the studies, for example, deal with the Reciprocity Treaty 
of 1854-66. The older generation of Canadian historians, both politi- 
cal and economic, too often indulged in sweeping generalizations based 
on inadequate evidence or none. Dr. Saunders takes two such gen- 
eralizations (that “the Maritime Provinces benefited greatly from free 
access to the American market under the . . . . Treaty” and that they 
“gained more than did the Province of Canada’’) and proceeds to 
show just how ill founded they are. His own conclusions are, first, 
that “a concomitance of circumstances favourable to the Maritime 
Provinces synchronized with the period of the Reciprocity Treaty, 
and that shortly afterwards the tide of events began to flow in the 
opposite direction”; and, second, that in both imports and exports the 
Reciprocity Treaty was of far greater importance to the Province of 
Canada than to the Maritimes. A corollary of this appears in the 
short but very suggestive study of “The Maritime Provinces and the 
National Policy”: 

The Reciprocity Treaty of 1854 was made on the insistence of the 
Province of Canada, and not on the insistence of the other provinces; . . . - 
and when, towards the close of the Civil War, it seemed likely that the 
American Government might discontinue the bonding privileges, it was the 
Province of Canada, and not Nova Scotia or New Brunswick, that stood in 
danger of commercial strangulation. 
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The book contains two other studies, both thoroughly documented 
and both excellent: one on the early economic history of the region 
and one on its agriculture. The latter is, naturally, of more general 
interest. It throws into relief, among other things, the poverty of the 
Maritime farmer and does its part toward shattering the illusion of 
Canada’s limitless capacity to absorb agricultural immigration. 


EUGENE ForsEY 
McGill University 


Wholesale Prices in Philadelphia, 1784-1861. By ANNE BEZANSON, 
Ropert D. Gray, and Mrriam Hussey. (“Wharton School of Fi- 
nance and Commerce Research Studies,’’ Vol. XXIX.) Philadel- 
phia: University of Pennsylvania Press, 1936. Pp. xxiii+443. 
$4.00. 

This volume is a continuation of the earlier study Prices in Colonial 
Pennsylvania by the same group of authors. Since it does not start 
until 1784 while the previous volume ended in 1775, it leaves the vexing 
Revolutionary period still to be covered, a task which it is to be hoped 
the resourcefulness and energy already displayed by this group will 
still enable them to carry out despite the enormous difficulties involved. 

Based chiefly on newspaper and current price quotations, but sup- 
plemented by diligent search among other printed and manuscript 
sources, the authors have been able to construct an index number of 
monthly wholesale prices covering 190 commodities (condensed to 
186) from 1784 to 1861 and covering 205 commodities (condensed to 
159) from 1818 down. The unweighted geometric average of the former 
group is used as the standard of reference throughout. For a more 
detailed study, three classifications of these commodities by groups 
have been made: the first separates domestic and foreign goods; the 
second distinguishes nine so-called major groups, chiefly on the basis 
of the branch of the economy in which they are produced; the third 
distinguishes twenty-five minor groups, classified along lines closely 
following the suggestions of the International Scientific Committee 
on Price History. Five chapters analyze the distribution of individual 
or group price movements around the average as well as the degree 
of their seasonal and year-to-year changes. Four chapters analyze in 
much detail the general and group movements during the four periods 
ending in 1808, 1821, 1843, and 1861. One chapter is devoted to a 
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comparison of the seventeen cycles found and another to a study of 
the prices of an identical group of commodities for both the Colonial 
and the post-Revolutionary periods. 

This undertaking, which obviously represents an enormous amount 
of work, has been carried out with most scholarly care and thorough- 
ness. The authors were fortunate in being able to secure a very com- 
prehensive set of data and their industry has produced the most ex- 
haustive analysis of a series of prices that is available for any city of 
the country for any period of such length. Certainly there is little 
additional material that could reasonably be asked for within the 
space available, though the reviewer regrets the absence of a series, 
such as was included in the earlier volume, showing the rates of sterling 
exchange, something which would have been especially useful for the 
period down to about 1820. 

For the student of our economic history the comprehensive char- 
acter of the study makes the volume almost indispensable. Particu- 
larly useful are the four chapters, constituting over half the text, 
analyzing price movements both monthly and yearly and distinguish- 
ing the movements of minor as well as of major groups during the four 
main periods into which these years are divided. Worthy of especial 
note among the findings are the downward trend of prices after the 
Revolution until as late as 1789, the prolonged sustaining of the level 
of prices for domestic goods as contrasted with the quick drop in the 
prices of imported goods after the return of peace in 1815 (farm-crop 
prices in March, 1817, were at their highest point between 1783 and 
1861), and the variations in the movement of different groups during 
the years 1837-43 and 1853-58. Fortunately, the number of price 
series for imported goods found available was such that it was deemed 
worth while to construct an index number reflecting the movement in 
prices of the two groups, domestic and foreign goods, and the im- 
portance of doing so is made especially clear in the varied movements 
of these two groups, notably during the period previous to 1820. 
Though the extracts from contemporary writings, which were such 
an illuminating feature concerning business organization and practices 
of the time in the volume dealing with the Colonial period, are less 
extensively employed in this volume, they are still a valuable feature 
of the study. 

The text is clear, concise, and to the point. An extensive Appendix 
carefully describes the sources and methods employed in constructing 
the index numbers and includes sixty-one tables covering the monthly 
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index numbers of all groups, their variability, and cyclical movement. 
The basic-price data are published in a separate volume, constituting 
Part II of this study. The various charts are all clearly produced. 


CHESTER W. WRIGHT 
University of Chicago 


The Electric Power Industry: Development, Organisation, and Public 
Policies. By JoHN BAUER and NATHANIEL GOLD, with the technical 
co-operation of ALFRED E. SHaw. New York: Harper & Bros., 
1939. Pp. xii+347. $3.50. 

This volume is the most comprehensive now available with respect 
to the economic and regulatory problems of the electric utility industry 
in the United States. It was written for laymen, public officials, and 
university students, and its authors believe that it “should furnish a 
challenge to the private managements.” Divided into three parts, the 
study encompasses the “‘development and importance of the industry,” 
aspects of “private organization and management,” and “public ob- 
jectives and control,” including public ownership. The >»ok is essen- 
tially a critique of the development and present policies of the industry 
from the point of view of one long identified with proposals for regu- 
latory reform and highly sympathetic to public ownership. 

General readers and economists will find in Part I a rather detailed 
account of advances in the technology of electric generation, trans- 
mission, and distribution, including interesting data on various com- 
ponents of cost. For example, the authors place average total costs 
of generation, including expenses of operation, depreciation, and a 6 
per cent return on capital, at not more than eight mills for a large and 
modern steam plant, operating at 40 per cent capacity, while the total 
delivered cost of electricity to residences is estimated at five to five 
and a half cents where consumption equals soo kilowatt hours per 
year, and at three cents when consumption amounts to 1,200 kilowatt 
hours. Short-run incremental costs are stated to be extremely slight 
in the case of transmission and distribution and to amount to about 
three mills per kilowatt hour for steam generation. 

In their discussion of reasonable rates the authors argue that rates 
must be so arranged as to achieve full development of use “for the 
various purposes that are important under modern economic and social 
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conditions.” Just how this objective is to be specifically defined is 
nowhere made clear. 

The analysis of prospective utilization predicts a doubling of 1936 
consumption by 1950 and a quadrupling by 1975. In criticizing the 
high cost of electric appliances and in arguing for an extension of the 
utility function to this related field, the authors supply an interesting 
illustration of a phase of the reasoning through which public control, 
once established, tends to extend itself. 

The analysis in Part II, of the present organization and manage- 
ment of the industry, travels over more familiar ground in discussing 
“distorted financial structures,” “discordant property integration,” 
“misdirected managements,” and “problems of reorganization and 
public control.’’ Most readers will find little that is new in this sec- 
tion. More interesting and provocative, in the reviewer’s estimation, 
is Part III of the volume. After summarizing the well-known prob- 
lems of state and municipal regulation, the authors enter upon a criti- 
cal and stimulating survey of recent federal policy toward holding 
companies (where the reader is cautioned against expecting too much), 
the T.V.A., and recent activities of the Federal Power Commission, 
and turn finally to an extended analysis of public ownership and its 
problems, as the most promising solution for the power question. 

The authors are far from optimistic as to the possibilities of effective 
reform of regulation and urge that really effective regulation is in- 
consistent with private ownership in that the profit motive is weakened 
in proportion as regulation achieves its goal of consumption protec- 
tion. The T.V.A. is fully approved; conflict between it and private 
interests rests solely upon the improper organization and overcapitali- 
zation of the latter. In the discussion of public ownership care is taken 
to indicate the requisites of its successful development; the present and 
past conduct of municipal undertakings does not escape criticism. In 
general, the authors favor state ownership of generation and transmis- 
sion facilities, similar to the English “grid system,” with local conduct 
of distribution. 

The book contains so much useful information and is based upon 
such wide experience with the problems of the industry, at least in the 
case of the senior author, that the reviewer hesitates to ask for more 
merit than seems present. Yet instances of loose, unsubstantiated, 
and exaggerated statement occur with annoying frequency. To take 
a few examples: the authors write (p. 196) that it is “almost a truism 
that the greater the salary [of private managers] the less real knowledge 
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and important work in actual operation”; and (p. 58) that the cost 
of electric appliances is “‘excessive’’ (without either advancing evidence 
or giving precise meaning to the term). Again, in discussing the econo- 
mies of public ownership, it is merely stated that such ownership 
“would eliminate .. . . attending supernumeraries, office extravagan- 
cies and useless overheads” and that, if the slate could be wiped clean, 
“the answer would unquestionably be” public ownership (p. 337). It 
is a relief to find that some things are unquestionably true even in 
these days. In discussing private rates, it is asserted that the cost of 
residential electricity in the 1920’s was kept “near pre-war levels” 
(p. 232). The most comprehensive index familiar to the reviewer shows 
that (1926= 100) the index of the cost of 25 kilowatt hours of electricity 
was 126 in 1913 and 94 in 1929. The reduction for larger amounts was, 
of course, substantially larger. 

Attention may be called to two serious errors of economic analysis: 
(1) In discussing a program for public ownership, the authors condemn 
the use of bonds based only on utility revenue rather than general 
municipal credit, correctly pointing out that the use of the latter gen- 
erally leads to lower interest charges (pp. 326-27). It is argued that 
otherwise the community is burdened with needlessly high costs. How- 
ever, unless the capital market is highly irrational in its appraisal of 
comparative risks, the lower rate obtained through the use of collective 
credit involves, at least in part, a concealed transfer of the risks at- 
tendant upon utility enterprise from the investors to the general com- 
munity. A cost remains even though it is concealed. (2) In comparing 
the relative performance of public and private plants (chap. xvii), the 
authors present data with respect to municipal plants, many of whom 
admittedly have amortized a substantial amount of original invest- 
ment, with that of private plants which have not followed such a policy. 
Surely, if sunk capital costs are to be considered at all, the issue should 
not be confused by the bookkeeping of the matter; fixed capital should 
not be treated as a free good merely because it has been “paid for” in 
the one case and not in the other. Yet the authors write: “Past ac- 
crued depreciation, amortized investment, and financing out of earn- 
ings do not require interest or other returns paid by consumers. Here 
is the great difference between public and private systems” (p. 316). 
Inferentially, then, if the community is willing to reinvest earnings in 
plant or retirement of debt, it can later forget about the matter and 
point with pride to the superiority of a system of ownership which 
now offers lower rates! The reviewer wishes to add, however, that in 
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many respects the case for public ownership as presented is impressive 
and contains more of substance than is usually found in discussions 


of this question. 
Joun D. SUMNER 


University of Buffalo 


International Combines in Modern Industry. By ALFRED PLUMMER. 
2d ed. New York: Pitman Publishing Corp., 1938. Pp. ix+ 302. 
$3.50. 

Information about international industrial agreements remains 
rather scant, and this new edition of Plummer’s book—the first ap- 
peared in 1934—will be welcome in any library that aspires to cover 
international economic relations. 

The new edition has been enriched with a good deal of new factual 
material, particularly on the armament industry. There is an interest- 
ing chart of the Vickers combine, and a good deal of scattered, incom- 
plete, and often rather “gossipy” material has been drawn together 
with a careful indication of sources. The evaluation of sources is not 
always very satisfactory, however. It is a bit disconcerting to find 
“blood-and-thunder” journalism like Engelbrecht and Hanighen’s 


Merchants of Death quoted as if it were a primary source. 
The author’s analysis is rather feeble and in the worst sense of the 


c 


term conventional. Plummer still sees the world as “oppressed by 
abundance” (p. 1), and he apparently thinks that there are certain 
tendencies inherent in our economic institutions that lead to ruinous 
competition, without serious examination of the possibility that the 
“abundance” might be a mirage due to monopolistic policies them- 
selves—and that the ruinous competition is itself merely a reflection of 
(unplanned) contrived abundance in some markets as a result of the 
contrived scarcity elsewhere. 

The entire treatment of the “incentives” of the monopolists is rather 
naive; it reads a bit like the catalogue of arguments that is usually 
found in the sales talk of securities salesmen who peddle the “paper” 
of some new combination. Although international combines are 
counted among the relatively recent developments in economic organi- 
zation, the author assures us that “‘they are nevertheless s#il/ essen- 
tially capitalistic, and profit-making is s#il/ their raison d’étre.” The 
italics are the reviewer’s. Somehow Utopia seems just around the 
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corner, and a vague hint of its date is indicated when the author speaks 
hopefully of the forthcoming international combinations of labor, 
which will allow the workers of one country to express the “greater 
sense of harmony and community of interest with the work people 
of other countries than [they] possess with the employing classes of 
their own” (p. 207). 

The supposed advantages of such international monopolistic ar- 
rangements are very similar to those claimed for their domestic equiva- 
lents. It is probably true that international agreements can sometimes 
point to superior yield and stability for both investors and employees. 
Surely an economist’s investigation should go beyond the effect upon 
the protected groups themselves to the consequences for society as a 
whole and specifically to labor and capital outside the organization and 
to the consumers of the product involved? The author touches on 
these questions, but the general emphasis is similar to that which the 
combinations themselves would put forward. 

The chief reason why international monopolistic agreements meet 
with a more favorable reception than their domestic equivalents is 
their “international” quality. This is probably due to association of 
ideas suggested by the stereotypes of the protection-free-trade con- 
troversy. To the industrialist one of the chief attractions of inter- 
national combines is that they promise him relief from foreign com- 
petition in his home market; in fact, the international agreements 
almost amount to a transfer to private interests of a treaty power 
offsetting that of the government involved. Monopolistic arrange- 
ments tend to undermine themselves by the economic forces which are 
generated by their own success—and this is perhaps the principal 
explanation for the peculiar appeal to the monopolist of “international”’ 
agreements which help to enforce the restriction arrangements beyond 
the national boundaries. The World Economic Conference of 1927, 
called by the League of Nations, presented a curiously “opaque” record 
in this respect. Ostensibly called to reduce trade barriers, the Con- 
ference denounced increasing tariffs but approved international pro- 
ducers’ agreements which themselves frequently depend upon national 
trade barriers for their enforcement. In other words, the term “‘inter- 
national” in connection with trade barriers suggests the reduction of 
tariffs and the expansion of markets, but the same term in connection 
with producers’ agreements suggests restrictive activities of a pro- 
tectionist sort. 

To sum up: Plummer’s book is valuable because it contributes to 
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available information in a field that has had little attention relative 
to its importance. The volume is comprehensive, and it gives essential 
documents (steel, wheat, potash, lamps, chemicals, rubber). The 
“meaning” of the data is not significantly developed, however, and the 
relation of the phenomena studied to the “poverty of nations”’ is ob- 


scured rather than clarified. 
Harry D. GIDEONSE 


Brooklyn College 


Principles of Urban Real Estate. By ARTHUR M. WEIMER and Homer 
Hoyt. New York: Ronald Press Co., 1939. Pp. xiv-+332. $4.00. 


It is a rare and refreshing experience to examine a text on real 
estate in which “the main emphasis... . is on the economic rather 
than the legal aspects of urban real estate” (p. 21). The Principles of 
Urban Real Estate by Professor Weimer and Mr. Hoyt is an integra- 
tion of the economic, legal, and procedural aspects of the real estate 
business. The authors succeed in placing and keeping the economic 
considerations where they long should have been in texts on real es- 
tate as a business. 

Almost twenty years have elapsed since the idea of an urban land 
economics began to gain recognition. It is interesting to note that it 
was during this period also that an active and wider interest in real 
estate education began to develop. Organized knowledge about real 
estate was at that time almost wholly legal. This had an early and 
natural effect on the scope and content of real estate courses, and the 
texts which began to appear were naturally legalistic in character. This 
volume, in approach and: emphasis, is a contribution to the balance 
so long overdue in texts on real estate. 

In view of the wide range and diversity of material necessarily 
covered in a volume of this character the authors have achieved a 
satisfactory sequence and organization. A short general survey of the 
field is followed by a generous section dealing with the economic back- 
ground of cities, the causes of their growth and development, and 
techniques for analyzing the background and probable development 
of neighborhoods and segments of cities. The operation of the real 
estate market is thoroughly analyzed before entering on the discussion 
of valuation. 
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The chapters on financing, on sale and transfer, and on management 
of urban real estate reflect a balanced treatment of descriptive, pro- 
cedural, and analytical material. The increasing need and importance 
of control over both the use and the sale of realty is recognized by a 
chapter on the regulation and control of urban real estate. 

The section dealing with the real estate market is probably the 
strongest and most useful portion of the text. The method of presenta- 
tion in this section is commendable: thus, a chapter dealing with the 
economic background of cities is followed by “Techniques for Analyz- 
ing the Economic Background of Cities.” “Dynamics of City Struc- 
ture, Districts, and Neighborhoods” is made effective by “Techniques 
for Analyzing,” etc. These chapters provide a background and prepa- 
ration for the more theoretical problems of market analysis. The sec- 
tion is directed toward proving the authors’ belief that “research into 
the location and market factors involved and careful study and analy- 
sis of their relationships promises to be one of the most likely bases 
for progress in the field of urban real estate and land economics” 
(p. 295). 

The authors are brave enough to apply the economic concepts 
underlying demand-and-supply curves, index numbers, and a discus- 
sion of the economic cycle directly to the problems of real estate. 
The importance of these fundamentals is stressed. Although much of 
this material is of necessity treated in a theoretical manner, its practi- 
cal significance is made apparent by careful applications. 

The various methods of analyzing the real estate market are con- 
sidered. After such discouraging sentences as “it is evident that most 
of the factors influencing the market are intangible and that their im- 
portance and effect is difficult to appraise” and “‘it is well to recognize 
at the outset that the real estate market cannot be analyzed with 
great accuracy” (p. 135), the writers proceed to outline a method for 
“utilizing available sources of information” and “analyzing systemati- 
cally the most significant factors involved in the real estate market” 
(p. 135). Asa result the careful student finds himself with a knowledge 
of the proper sources of available data and an understanding of the 
methodology necessary to proper application of such data to the par- 
ticular problem at hand. 

The student is aided in his understanding of this more difficult and 
unfamiliar analysis by the background offered in the preceding lengthy 
section on the growth and development of urbanization. The discus- 
sion of the economic background of city growth or decline and the 
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techniques available for determining the future of specific cities is 
comprehensive. The point of view taken is indicated by the conclusion 
that “the forces determining the economic future of a city are those 
which affect economic opportunities and these forces can be analyzed 
by ascribing the proper weight to each basic income source and study- 
ing it with respect to probable employment trends, diversification, 
and cyclical fluctuation” (p. 55). 

When compared with the high point of any volume, other sections 
and chapters naturally suffer. The section dealing with valuation does 
not rise to the position which the subject would seem to justify. It is 
at best a difficult subject to treat successfully, and the difficulty is in- 
tensified by the necessity of dealing with value in a realistic manner. 
A more positive approach is to be desired but is obviously difficult to 
achieve. In view of these limitations, the writers have handled the 
subject creditably. 

Subdividing and building are discussed with proper emphasis on 
market conditions and the peculiar characteristics of the building in- 
dustry. Problems of cost and efficiency are stressed in their bearing on 
the future development of the building industry and its place in the 
national economy. 

The value of this new real estate text lies in what it contributes to 
the integration of urban land economics and what is commonly called 
the practical application of real estate principles. The traditional critic 
will deny the effectiveness of stressing economic considerations and 
the subordination of legal detail. Gradually, however, it is being real- 
ized that the conduct of a real estate business or engagement in real 
estate operations is not one of the lower orders of the practice of law. 
Success in real estate is not peculiarly dependent on a superficial 
knowledge of property law. The real estate operator and broker is 
well advised to have a lawyer do his legal work and devote himself to 
an understanding of the principles of business and economics which will 
play a much larger part in determining his success. The book is a 
significant contribution to a fuller understanding of those economic 
considerations which underlie the operation of the real estate market 
and should be helpful in broadening the study of real estate to include 
elements of fundamental and long-term importance. 


Mary E.Lien Brown 


New York University 
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The Problem of Investment. By F. I. SHAFFNER. New York: John 

Wiley & Sons, Inc., 1936. Pp. viii+-357. $3.00. 

It is not an easy task to review a book which deals in loosely knit 
chapters with such divergent subjects as early Roman mortgage law 
and modern business-cycle theories, Public Utility Act and Security 
Exchange Commission, corporate reorganizations and bankruptcy law, 
monetary control and economic planning, etc. Of course, all these sub- 
jects have to do with the problem of investment, or, more precisely, with 
the interests of the investor, which the author approaches from an 
essentially pragmatic angle. Without offering a specific definition of 
“the investor,” he appears to be mainly concerned with the buyer of 
corporate bonds, and to a moderate extent with corporate shareholders. 
As a consequence of loose definition, his penetrating analysis of the 
vicissitudes inflicted upon the investor by the courts as well as by 
corporations suffers throughout by overlooking or at least underesti- 
mating the fact that the disadvantages of one investor (bondholder) 
are often advantages of another, such as the shareholder. Moreover, 
investment in general is pictured (indicated by the title of chap. iii) 
as the relation of “the giant and the dwarf,” to the entire neglect of 
the capital role played by large institutions as money-lenders. 

Dr. Shaffner’s apparent bias in favor of one group of investors is 
probably due to the pragmatic aim to which the larger part of his 
work seems devoted. It is the suggestion (chap. xiii) that “all new 
financing should be restricted to the issue of preferred and common 
stocks” and old debts should be converted accordingly. This radical 
proposal is supported by three major sets of arguments. 

First, it is claimed that “the business cycle is a factor with the 
possible increasing violence of which we must contend,” and that 
therefore ‘‘a heavy and inflexible burden of fixed debt is not an ap- 
propriate institution” (p. 192). But some fifty-six pages of none-too- 
profound discussion of the cycle leads merely to the conclusion that 
“the investor can rest assured that the business cycle will for a long 
time to come constitute a risk” (p. 254), which might be a warning 
against stocks rather than against bonds. As to allegedly more fluctua- 
tions in the future, the only “‘proofs” presented are such cursory refer- 
ences as to the lengthened lifetime of certain consumers’ goods (with- 
out mentioning the shortened lifetime of others), the increasing supply 
of capital per head, the consequent rise in the consumption of luxury 
goods, etc. (pp. 249-51). This approach bears the obvious marks of 
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dilettantism; the conclusions are drawn from very few observations 
which, in addition, are not properly evaluated in their relevance to 
the problem. The author is apparently also under the widespread illu- 
sion that the cycle is essentially an endogenous or self-generating set 
of occurrences, the future course of which is more or less predictable 
on a fixed pattern, thus ignoring the vital role of unexpected external 
stimuli and interferences. 

Second, the author argues his thesis on sociopsychological grounds. 
On the one hand, he assumes that debtors are unwilling to fulfil their 
obligations and try to escape whenever possible. On the other hand, 
it is assumed that the creditors are not able to judge the legal impli- 
cations of bond indentures and other instrumentalities, nor to ma- 
neuver in the complexities of modern corporate structures, holding 
systems, etc. (chaps. iv—vii). Both statements are obvious expressions 
of the credit-defeatism which prevailed in the early depression years 
and which the author shares in a remarkably uncritical fashion. Need- 
less to say, even numerous cases of debtor-faithlessness in a violent 
panic are no sufficient basis for generalization; nor do the examples 
of creditor-carelessness during a period of reckless boom constitute 
satisfactory evidence for a theory of the investors’ permanent dis- 
ability to produce reasonable judgments. The “practical” value of such 
assumptions about the nature of the economic man is further impaired 
by the fact that they obviously have to be applied to the relationship 
between stockholders and corporations as well. What then remains of 
the alleged reform of the financial structure by eliminating the bonds? 
Such a reform program seems also predicated on his theorem that “all 
investors are speculators,” which is the title of chapter ii. Of course, 
it is easy to show that every investment involves an element of risk- 
taking, and vice versa; but this ought not lead to the irrational con- 
clusion that “the distinction between investment and speculation 
should be done away with entirely” (p. 19). Human attitudes can 
rarely be classified in water-tight departments, a fact which should 
not vitiate our understanding of motivations and of their distinctive 
features. Bonds are a safety device from the investor’s point of view, 
and their overextension in the last boom reflects the capitalist’s reac- 
tion to bad experience with stocks in previous cycles. Dr. Shaffner’s 
greatest weakness as an economist consists in the attempt to discuss 
the problem of cyclical changes while ignoring the history of business 
cycles, an attitude that leads him to overestimate the value of technical 
devices in matters of ‘“‘control’”’ over human psychology. 
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But the essential argument proceeds along a third line, one which 
covers the author’s special field of research. His original and main 
contribution lies in the thorough analysis of the legal and judicial 
implications of the mortgage, the debenture, and related institutions, 
including “equity” jurisdiction and corporate reorganization, all in 
the light of their history and of their effects on the bondholder (chaps. 
viii-xii). Especially his analysis of the development of mortgage law 
(pp. 103-57) covers an otherwise neglected field of legal history and 
represents a substantial contribution to our knowledge. It produces 
an amazing picture of the bondholder’s systematic expropriation and 
conveys the impression of a relentless process of depreciating the use- 
fulness of bonds as an instrument of credit. Unfortunately, however, 
the economic interpretations and conclusions drawn from the legal 
material are vitiated by certain biases of the author. Temporary emer- 
gency measures in a crisis are not distinguished from more permanent 
institutional changes. The importance of legal practices is evaluated 
purely in terms of individual cases in which they were applied, ne- 
glecting others. Their significance in terms of effects on the investor’s 
stake are often unwittingly misrepresented by not analyzing such 
counteracting and protective devices as the law may offer, to say 
nothing of the fact that often the debtor’s own interest or “decency” 
may (and actually did) inhibit him from taking advantage of legal 
“tricks.” And the strongest argument of the author, namely the prac- 
tical “‘worthlessness” of the guaranty which the mortgaging of property 
offers, suffers from two shortcomings at least: it overlooks that real 
estate credit could not be made available at all except based on the 
mortgage technique, and that the corporate bond could well survive 
without that technique whose (alleged) decay is supposed to be largely 
responsible for the deterioration of the corporate bond as a safe in- 
vestment. 

On the whole, this book is stimulating and challenging. In part, 
it has opened up interesting perspectives of study along the historical 
borderline between jurisprudence and economics. 


MELCHIOR PALYI 


Chicago, Illinois 
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Truth in Accounting. By KENNETH MACNEAL. Philadelphia: Uni- 
versity of Pennsylvania Press, 1939. Pp. xvii+334. $3.50. 

With a number of the observations made in this attack on present- 
day accounting, particularly as reflected in the efforts of public ac- 
countants, I find myself in sympathy. There is some merit in the claim 
that the “most important party at interest in modern business is the 
small uninformed security holder” rather than the commercial banker 
or trade creditor, and there is force in the contention that the needs 
of the detached investor have not received adequate consideration in 
the preparation of financial reports. The author is justified, too, in 
emphasizing the importance of ‘economic values” in business affairs 
and the limitations of conventional statements as representations of 
such values and their interactions. Recorded dollar cost, as Mr. Mac- 
Neal points out again and again, does not continuously measure cur- 
rently-significant value, and cost is no lodestar to which a fluctuating 
value has a tendency to return. The use of “cost or market, which- 
ever is lower” as an expedient in inventory pricing does not appeal to 
the author, and it is to be doubted if a sound defense for this widely 
recognized convention of accounting can be found. Unrealized profit 
represented by appreciation of marketable securities held, Mr. Mac- 
Neal correctly states, is just as real and “‘safe’”’ as a realized profit 
reinvested in such securities. That earning rates of different companies 
as computed on the respective investments as recorded are often lack- 
ing in comparability as a result of basing the respective accounts on 
costs, likewise cannot be gainsaid. Of particular interest is the 
author’s expressed belief that “the year-to-year profits or losses 
of a normal business, as well as its ultimate showing, are more de- 
pendent upon the so-called outside forces than they are upon the 
skill or lack of skill shown in the operation of the business itself.” 
There are numerous cases, without much question, in which this 
holds true. 

On the other hand, the book is literally loaded with exaggerations, 
inconsistencies, and unsound propositions. What is this “truth” which 
Mr. MacNeal is continually stressing? Of course we all believe in 
truth just as we do in “justice” and the other cardinal virtues. But is 
there any agreement as to what constitutes truth in the periodic meas- 
urement of the economic data of the business enterprise—a living, 
continuing stream of activity, a complex of interrelated and progres- 
sing relationships? Is truth in this situation a single, clear-cut set of 
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“values” lying right before the eyes of the accountant now that Mr. 
MacNeal has furnished the “open sesame’? Unfortunately the situa- 
tion is not as simple as the author tries to make it appear. Currently- 
significant values are easily determined for wheat and marketable se- 
curities (the author’s favorite examples) but for many of the assets of 
most of our half-million business corporations no reliable evidences 
of day-to-day values are available. There is no justification, more- 
over, for the assumption that recorded costs are generally false or mis- 
leading data as compared to estimated current market values. Costs 
are facts, and for some purposes, at least, costs are truths. I wonder 
if Mr. MacNeal has ever examined any of the many thousands of 
prospectuses covering bond issues of predepression days. In all or 
nearly all the statements included in such prospectuses estimated mar- 
ket values were given, with no indication of what the property to be 
mortgaged had cost. Many people now feel that had the emphasis in 
these documents been laid on actual cash costs rather than on esti- 
mated values the small investor would have been better informed. 
From the standpoint of disclosing legally-recognizable income, too, 
there is at present no possibility of substituting estimated values all 
along the line for costs—a condition which the author consistently 
ignores. The legal point of view, it is true, does not always harmonize 
with the economic, but the fact remains that the accountant must 
operate within a structure of general and corporate law. In preparing 
a statement of taxable income, or a showing of realized income as- 
signable to various classes of security holders, the essence of the 
accountant’s task is a matching of revenues and costs. This does 
not deny the possibility or desirability of supplementary computa- 
tions. 

The author takes many hard-and-fast positions where actually he 
hasn’t a leg to stand on. He denies legitimate organization costs a 
position in assets or invested capital. To him bond discount is an out- 
right loss and bond premium an immediate gain. What nonsense! 
Apparently he sees no propriety at all in the accumulation of construc- 
tion costs, transportation charges, or any form of cost reckoning, at 
least as far as the balance sheet is concerned. In the discussion of de- 
preciation there is little indication of familiarity with the subject. 
“Many a business has shown dismal operating losses over a period of 
years and has finally liquidated at a figure sufficient to make its owners 
rich, all because of appreciation in fixed assets which the accountant 
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would scorn to put upon the books.” I doubt if Mr. MacNeal has any 
substantial evidence to support such a sweeping assertion. 

After laying great emphasis on the importance of using nothing but 
market values in reporting assets the author accepts conventional 
practice with respect to the treatment of accounts and notes receiv- 
able as “they commonly have no market price and their replacement 
cost would normally be the exact equivalent of their face value.”’ Ac- 
tually there is good evidence of the immediate market value of stand- 
ard commercial paper in the discounted values set by banks and other 
financial institutions. In discussing prepaid insurance Mr. MacNeal 
advises valuation at either unexpired cost or “replacement cost,’’ and 
makes no mention of the possible use of surrender value. 

The author criticizes “Stabilized Accounting”’ as proposed by H. W. 
Sweeney on the ground that the concept employed is beyond the 
“comprehension of the ordinary man or woman who would have to 
depend for financial information upon the figures presented.’’ He seems 
convinced, however, that the array of estimated values and unrealized 
gains and losses that he proposes to have presented would be as clear 
as crystal to the man on the street and would almost automatically 
result in rational judgments all along the line. 

Mr. MacNeal scores the accounting profession without mercy, and 
by his very unreasonableness overshoots his mark. ‘The typical public 
accountant of today is, in actual fact, little more than a graduate book- 

Of what use is the accountant except as a sort of acces- 
sory in a confidence game Public respect for the accounting pro- 
fession is now less high than it was a decade ago.” Such wild state- 
ments, with which the book abounds, show complete disregard for or 
lack of knowledge of the facts. Granting that accounting is subject to 
improvement, it remains perfectly clear that a truly remarkable ad- 
vance has been made in American accounting in the last twenty-five 
years, an advance which is especially noticeable in the very area in 


question—corporate reporting to stockholders. 
W. A. Paton 


University of Michigan 





BOOK REVIEWS 2909 


Member-Bank Borrowing. By ROBERT C. TURNER. Columbus: Ohio 

State University, 1938. Pp. xiv+243. $2.50. 

This book re-examines member-bank borrowing, making extensive 
use of correlation coefficients to determine the temporal relationship 
of borrowing to profitability, measured by the differential between dis- 
count rates and rates on various classes of paper, and to need, meas- 
ured by the volume of “other loans.’’ It is the contention of the author 
that profitability has been more important than earlier investigators 
have recognized and that hence the discount rate is a more potent con- 
trol device than has been admitted. Riefler’s reluctance principle is 
vigorously attacked, but in the concluding chapter where an essay is 
made at formulating a general theory of borrowing reluctance is ac- 
corded a crucial place among the complex of causal factors which is 
said to determine borrowing. The book is scarcely an exhaustive work 
on the subject of member-bank borrowing despite its title, for little 
more than passing notice is given to the mass of literature which has 
accumulated on the theory of bank rate. Those writers who do appear 
do so in brief quotations which hardly do them justice. 

The first part of the text is concerned with factors of supply and use 
of member-bank reserve funds; the second, with the statistical testing 
of the need and profit motives; and the third, with an attempted 
synthesis of a general theory of borrowing. The initial section may 
prove useful to those who do not care to work with existing materials. 
It includes certain incidental comments on Federal Reserve policy but 
is in no sense a well-rounded account, and the failure to come to grips 
with the policy issue results in a certain amount of floundering. The 
statistical section is concerned principally with correlation of “profit 
spreads” and amount of discounts, and the data although often incon- 
clusive are carefully presented in chart and tabular form. Crude profit 
spreads are used after an earlier comment that compensation for risk 
and services performed ought to be deducted. The conclusion from the 
statistical section is that neither need nor profitability offers more than 
a partial explanation of the amounts borrowed. The author’s general 
theory of borrowing is novel in that it is based on the position that 
member banks may adjust their position either by altering indebted- 
ness or by altering required reserves. At this point there appears to be 
some confusion as to the single bank’s and the banking system’s po- 
tentialities. As to policy the recommendation is made that the authori- 
ties ought to endeavor to offset all changes in member-bank reserves 
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other than those arising from borrowing, which itself may be controlled 
by varying the discount rate with reference to open market rates. Con- 
tinuous indebtedness would be the rule, and presumably the supply of 
bank money would vary with accommodation working-capital Joans. 
Such a monetary policy hardly seems suited to the world of our day. 

It is indeed to be regretted that so much time and effort spent in 
statistical calculation should produce so little in the way of conclusive 
findings, but such is frequently the end product of empirical research in 
economics. 

Epwarp C. Smmmons 


University of Michigan 


Research Memorandum on Migration Differentials: A Report of the Com- 
mittee on Migration Differentials. By DorotHy SwWAINE Tuomas, 
with contributions by RupotF HEBERLE, E. P. Hurcuinson, 
ELEANOR C. ISBELL, Fritz MEYER, and SVEND Riemer. (“Social 
Science Research Council Bulletin,” No. 43.) New York: Social 
Science Research Council, 1938. Pp. xii+423. $2.00. 


This bulletin, which represents the report of the Committee on 
Migration Differentials appointed by the Social Science Research 
Council in 1936, includes more than the title implies. The first 175 
pages, written by Dr. Thomas, constitute the core of the Committee’s 
report and take the form of a summarization of existing knowledge 
with respect to the selective aspects of internal migration. The results 
of this critical analysis are set forth under the heads of the following 
allegedly differentiating elements: age, sex, family status, physical 
health, mental health, intelligence, occupation, motivation, and as- 
similation, in the order named. After a review of the literature, the 
author concludes that ‘“‘much of the recent empirical research seems 
trivial and inept” and that “almost no acceptable generalizations 
about the strength and direction of selective internal migration” can 
be made. She does admit, however, that internal migration is selec- 
tive with respect to young adults and that possibly the rural-urban 
migrations have been sex selective of females. She wisely rejects any 
conclusion that internal migration is selective with respect to intelli- 
gence but thinks that the evidence supports the inference that migrants 
possess better physical health than nonmigrants. 
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The remainder of the bulletin is devoted to appendixes which con- 
stitute valuable portions of the report. Two of these (pp. 269-341) 
provide a discussion of “German Approaches to Internal Migration” 
and an annotated bibliography of seventy-two German studies. These 
appendixes were prepared by Rudolf Heberle. There is also a contribu- 
tion by Fritz Meyer on “German Internal Migration Statistics,” an 
explanation of the methods used by Myrdal and Riemer in their study 
of migration and industrialization in Sweden, prepared by Svend 
Riemer, and a brief description of the Swedish system of population 
registration by Dr. Thomas. 

Students interested in the methodology of making estimates of pop- 
ulation change resulting from migration and estimates of net migration 
using census data, will find the Appendix prepared by E. P. Hutchin- 
son of interest. 

An annotated Bibliography of 119 American and English references 
is also included. 

Because of the variety of things which this bulletin contains, it is 
difficult to evaluate. Doubtless it will receive a wide reading at the 
hands of students of population. Perhaps its chief value will be found 
in its emphasis upon the need for better standardization of research 
procedure in the study of internal migration so as to produce com- 
parable results and in its summary of foreign experience in those 
countries where superior data for the study of migration are available. 


C. E. LIvELy 
University of Missouri 


Class Fertility Trends in England and Wales, 1876-1934. By Joun W. 
INNES. Princeton: Princeton University Press, 1938. Pp. xiii+152. 
$2.50. 


The English Census of 1911 showed increasing differences in the 
fertility of social classes up to about 1900. Dr. Innes’ able statistical 
monograph, employing ultra-refined methods, shows a closing of the 
gap, or democratization, in London classes for 1909-34, and perhaps 
by inference in the rest of the country. The much-quoted census study 
bungled its job by confusing occupations and industries, bankers with 
their clerks, etc. The author has cleverly compensated for some of the 
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census defects and shows that increasing divergence of class fertility 
still held up to about 1go00. 

In the absence of usable material for the country as a whole after 
that date, Dr. Innes segregated London boroughs according to new 
and clever status indices of fertility. He has ingeniously improved the 
methods of Heron and demonstrated democratization in that city. 
Equalization of the relative fertility of Classes I-IV was quite evi- 
dent in London as early as 1909-11. By 1934 the fertility of the un- 
skilled had declined so much as to reduce sharply the differential with 
the classes above it. 

At least the broader aspects of the changes here proved were pre- 
dicted some ten or fifteen years ago by Professor R. M. MaclIver and 
by the reviewer a few years later and doubtless also by others. But 
this is the most complete and perhaps the first really scientific demon- 
stration of the validity of those insights. 

While some might contend that a mountain of labor has brought 
forth only a molehill of new information, this further proof of democ- 
ratization represents genuine scientific advance. Moreover, the clever, 
new techniques here delineated will interest methodologists. They 
demonstrate the author’s undoubted ability to reason well about com- 
plicated statistical procedures. 

The author, who has a good command of the bibliography of his 
subject, compares his study with the Edin and Hutchinson studies of 
Stockholm data. There are resemblances in the fading of differences 
in fertility by social class. But in the London areas there was no re- 
versal to match the lower fertility of industrial workers in Stockholm 
as compared with the white-collar groups. 

The author concludes: 

It is still premature to predict the disappearance of London area-class 

fertility differences and it would be merely foolhardy to prophesy the emer- 
gence of a positive association between their birth rates and status scores. 
For many reasons, it is far too soon to foresee whether this differential 
fertility chapter in the recent history of English social classes is drawing to 
a close (p. 126). 
This cautious conclusion is well justified. Despite the evidence of con- 
vergence or democratization, it must proceed, as this reviewer has con- 
tended elsewhere, for some time yet before the excessive optimism of 
a few investigators, among whom one may mention Ellsworth Hunting- 
ton, proves justified. 





BOOK REVIEWS 303 


Students of population, differential fertility, eugenics, and social- 
class phenomena generally will find this an important book. It is diffi- 
cult reading, but rewarding. 

NormaN E. Himes 


Colgate University 


Labor Relations in Republican Germany: An Experiment in Industrial 
Democracy, 1918-1933. By NATHAN Retcu. New York: Oxford 
University Press, 1938. Pp. 293. $3.00. 

Autopsies are of no earthly use to the dead but are very often of 
immense value to the living. The elaborate scheme of relations devel- 
oped between capital and labor under the Weimar republic is now 
dead, but the rest of the world which is still interested in comity rather 
than force as a guiding principle in such relations can hardly be in- 
different to the rich experience it left behind. This experience the book 
aims to piece together not only as a technical problem but as a prob- 
lem in democratic forms and processes. 

Labor had the right to organize under the old Reich, but only if 
it did not “compel others by means of bodily force, threats, insults or 
boycotting” to participate in its affairs. The Weimar constitution not 
only guaranteed the right to organize but prohibited “all agreements 
and measures which attempted to limit or restrain” that right. More 
important still, it recognized that labor had the right “to co-operate 
on equal terms with the employers in the regulation of wages and 
working conditions, as well as the entire economic development of the 
productive forces.”” To implement these rights, machinery for media- 
tion and arbitration, adjustment, and adjudication was evolved. Col- 
lective agreements, wherever they existed, superseded individual agree- 
ments, and the minister of labor could extend agreements beyond their 
original scope. 

It is difficult to avoid speculating on the relation between the de- 
velopments here described and the events of 1933 and thereafter. Dr. 
Reich does not avoid the speculation. He thinks that, while the defeat 
and impoverishment which followed the war had a great deal to do 
with the events of 1933, the developments here described were a con- 
tributing factor. The depression merely precipitated the entire con- 
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glomeration. This is also the opinion of other observers. On the one 
hand, Dr. Reich argues that the developments here described were 
too mechanical to be used expeditiously and, on the other, that they, 
in combination, constituted an apparatus easy for anybody to seize 
(pp. 271-72). 

But inflexibility, as such, could not have been an issue when, as 
subsequent events showed, control alone was at stake. The Nazis 
have, in fact, retained a good many features of the developments here 
described, if not in spirit at least in form. The owners of the heavy 
industries, themselves combined, simply could not tolerate a combina- 
tion of equal strength. That does not mean that there was anything 
inherently fatal in the democratic process, regardless of the final out- 
come. 

E. B. MITTELMAN 


Washington, D.C. 


Early British Economics: From the XIITth to the Middle of the XVIII th 
Century. By M. Breer. London: George Allen & Unwin, Ltd.; 
New York: Macmillan Co., 1938. Pp. 250. $3.25. 


In attempt to survey the history of economic thought, much water 
has gone under the bridge since the days of Twiss, McCulloch, Blanqui, 
Roscher, Ingram, Cossa, and Price. The older procedure was domi- 
nantly “textual’’; the current method might be distinguished as “‘doc- 
trinal.”” It was the lamented Cannan who more than any other effected 
the change. To the economists of the last generation, nurtured on 
Ingram with Blanqui and Cossa as collateral texts, the clarity and 
definiteness of Cannan’s History and its sequels came in 1893 as a 
new dispensation. Since then the historian of economic thought se- 
lects a restricted area for meticulous analysis, assimilates the law which 
is oral as well as that which is written, traces doctrines to their origins 
and their consequences, and determines the reciprocal influence of 
thought and action. 

Mr. Beer’s book is a reversion to the old type. There is a mustiness 
about its easy verdicts, its loose generalizations, its approximate assign- 
ments, that recalls the yellowing pages of student notebooks. The 
clichés of Twiss and McCulloch are echoed and the cocksure summaries 
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bring to mind Haney’s delicious candor: “It is perfectly obvious that 
no writer of a book of this kind can have read carefully and completely 
all the works he mentions. Life is too short.” 


Jacos H. HOLLANDER 


Johns Hopkins University 


Credit Unions in Massachusetts. By JoserH L. Sniper. Cambridge: 
Harvard University Press, 1939. Pp. 142. $2.50. 


The credit-union movement has “arrived” as a respectable eco- 
nomic institution when it can elicit the interest of a capable investi- 
gator like Professor Snider of the Harvard Graduate School of Busi- 
ness Administration. More work of this kind is needed. To date the 
literature in regard to credit unions in the United States has been 
more tractual than factual. 

This is the first intensive regional study that we have in the field. 
It is confined to a careful investigation of credit unions in the prin- 
cipal cities of one state. Considerable case material is presented with 
regard to the success or failure and the promise of future spread of 
credit unions in each city. The importance of credit unions in assets 
and membership as compared to other small-loan facilities gives the 
study comparative value. The maladjustment of Massachusetts’ in- 
dustries is clearly shown to be a factor of importance in appraising the 
prospects for credit-union development in certain communities. The 
extreme dislocation of the textile and shoe industries in certain areas 
has unquestionably increased the operating problems of credit unions 
and has decreased the probability of their future growth. 

My main criticism of the volume is its omission of the historical 
background concerning the origin of the credit-union movement in 
the United States. This is particularly regrettable in the state of 
Massachusetts, which in 1909 gave this country its first credit-union 
law. It is the state in which Edward A. Filene and Louis D. Brandeis 
worked so hard and so fervently for better provision for savings and 
insurance for workers. It is the state in which the Credit Union 
National Extension Bureau was formed by Mr. Filene, and from which, 
for a long time, it operated to spread the word in forty other states, 
culminating in the federal act which the reviewer assisted in adminis- 
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tering. No hint is given of the bitter opposition that its small be- 
ginning aroused. 

There is no attempt to appraise the significance of the movement 
as a democratic self-help device and its relation to the whole con- 
sumers’ co-operative movement. In many instances it is assumed that 
credit-union sponsorship by industrial concerns is largely paternal and 
still regarded as part of company personnel and welfare work. 

These comments, however, do not detract from the value of ob- 
jective data of the kind this book contains, and it is hoped that this 
excellent beginning will be only the first of a series of studies by quali- 
fied economists who have not been connected with the heat of the 


battle. 
HERBERT EMMERICH 


Public Administration Clearing House 
Chicago, Illinois 
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